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Gujarat MSME Report 2013 is the pioneering initiative in exclusive State-level reporting on 
India's micro, small, and medium enterprises. At the national level, the ISED Small Enterprise 
Observatory(ISED-SEO), at the Institute of Small Enterprises and Development(ISED), has 
been bringing out the annual India MSME Report, under the MSMER Series. Based on the MS- 
MER experience, the need for State level reporting has been increasingly felt by State govern- 
ments, entrepreneurs, financial institutions, and various other stake holders. Prepared against 
the background of the 'Vibrant Gujarat Investment Summit 2013', this Report looks into Gu- 
jarat's enormous potential on the MSME front. The Report should be useful to policy makers, 
development practitioners, administrators, financial institutions, and especially for, those are 
interested in Gujarat's growth story. 
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OUJUAT INOUSTRUL 
OCVCLOMIXIIT CO«*«UTIM 



Gujarat Industrial Development Corp()ration(GIDC) is the nodal agency of the 
Government of Gujarat for building the industrial backbone of the State. It is a 
100% Government- owned stiitutoiy undertaking, set up under the GujiU'at Industrial 
Development Act, 1962. Its objective is to identify and develop locations suited for 
industriiil purposes, and milking them tiiilor- made for entrepreneurs' needs. 




Established in 1927, the Federation of Indiiui Chambers of Commerce and Industr\f( 
FICCI )is die largest iuid oldest apex business orgiuiisation in India. A non-government, 
not-for-profit organisation, FICCI draws its memberslup from the corporate sector, both 
5)rivate and public, including SMEs; it enjoys an indirect membership of over 2,50,000 
companies from viirious regioniil Chambers of Commerce. FICCI is Event Partner of 
the 'Vibnmt Gujarat MSME Convention'. 




Institute of Small Enterjjrises and Development (ISED), a Permiuient Member of 
the Indian Association of Social Science Institutions (lASSI), is an interdisciplinaiy 
Knolwede Insititution with sniiill enter{)rises as its key constituency. Along with reseiirch, 
policy achdce, advocacy, communication, training, and consultiincy, the Institute is a 
piuticipant to policy diiilogue in the subject iuea in India iind globally. It offers a viiriety 
of products and sendees: comprehensive reports, study materiiils for students, practical 
info for entrepreneurs, tii)s for the bankers, inputs for tire media, and much more. Part 
of ISED, the piuent orgiuiization, ISED Smiill Enterprise Obsen'atoiy (ISED-SEO) is a 
knowledge platform, membership-driven, iuid is governed under the collective wisdom 
iuid guidance of jui international Speciiil Advisory Tejun. 
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Preface 



In die design jmd implementation of public prognuns, information and statistics per se cannot be 
veiy useful. They need to be translated into knowledge- base. The term 'knowledge' itself is often 
misconstrued.' Knowledge' cannot emerge simply from good research. The findings of reseiuxh, 
to be useful for policy purposes, need to be grounded on field reiilities. This two- way process is 
the crux of 'development communication.' Development communication is a key programme area 
for the Institute of Smiill Enterprises iuid Development. 

'India MSME Communication Programme (IMCP)', at this Institute, is based on the above 
perspective. Under the above Programme, 'India MSME Report', cm iinnuiif nationiif exercise in 
development reporting ,has been on for the last 1 6 years. Being moulded on iui' inclusive piirtnership' 
mode, various State Governments and other stiikeholders are by now convinced on the usefulness 
of such an exercise at the State level. I am happy to note that, Gujiuat, as one would expect, is the 
pioneer in this regard as well. Natundly, it would be ad\'isable to read this Report, iifong with Indhi 
MSME Report 2012. 

Gujarat has produced some sub-sectoral studies, such as on textiles, diamonds, jari, cloth printing, 
and electronics. Wlrile such occasional studies help us widr information on particuku" subsectors, for 
design, planning, and implementation of programs, integrated policy- oriented studies iu'e needed. 
The present Report is an attempt in this regard. Being the first of its kind, it has sevend limitiitions. 
However, the Report pro\'ides a methodological approach on policy planning jmd implementation 
of programs. 

This Report is the outcome of the deep interest evinced by the Government of Gujarat iuid the 
Gujarat Industriid Development Corporation, in ha\'ing a State Report on MSMEs against the 
background of the proposed deliberations to be held at the 'Vibrant Gujiirat Conclave 2013'. FICCI 
Gujarat Stiite Council, the Implementing Partner of 'Vibrant GujiU'at', was highly instrumental in 
taking the idea fonviu'd, iuid making it happen in a rather short period of time. 

Apart from tiie various official rei)orts, data sources, and special studies, the rich resources of the 
ISED Small Enterprise Obsen'atoiy (ISED-SEO) have helped to shape this report in time. Cluster 
level and subsector level studies were carried out by tire Research Team of ISED during October 
- December 2012. Besides, detailed discussions with key officiids of idl major finiuicial insitutions, 
public promotionid agencies. Chambers, and Associations were initiated. 

I would like to admit that, being the first report of its kind, it may have several shortcomings. However, 
the ISED reseiirch team has put in its best efforts to shape a methodology' that, we hope, be useful 
for subsecjuent Reports in the Series as well. 

This Report was prepiu'ed by an ex5)ert teiun of the Institute, based at Cochin / GiuidhinagiU". I tiiank 
DrJMI Salt iind idl tiie otiier team members for their meticulous work. It is a matter of great pleasure 
that the GIDC and FICCI have worked closely to be of immense support to this project. A special 
word of diiuiks to Shri. B.B.Swidn, Vice Chidrmiui, GIDC, and Mr. Param Shah, Director FICCI 
Gujarat State Council. Sevend State Government Departments, financiid institutions, otiier agencies. 
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and professioiiid colleagues have heli)e(l this project, with data, insights and i)erspectives. 

I am much indebted to the India MSME Communication Programme (IMCP), for valuable inputs 
from a cross-section of entrejjreneurs and odier stake holders that it could bring together under its 
umbrella over the yeiirs. The pjuticipant entrepreneurs of the 'India MSME Diirshiui 201 1' Meets, 
at Ahmedabad iuid Surat, have forcefully put foiiviu'd the need for reguliu" reporting on the MSME 
sector of the State. We iire happy that the Government of Gujarat has responded positively to their 
recjuest by facilitating this Re5)ort. 

We hope this Report will entliuse other State governments as well, to emulate tfiis initiative of tire 
Government of Gujarat. 




Cochin/ GimdhinagiU" 
January 10, 2013 



P M Mathew 
Director 

Institute of Small Enterprises iuid Development 
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1.0. Background 

Small and Medium Enterprises (SMEs) are 
undoubtedly a significant globiil presence. People 
need tlrem because drey speak the common man's 
language. Aird it is the common niiur who ultimately 
shapes history. The word 'ultiinate' is cruciiil. History 
is shaped by tlie sti'enuous initiatives imd experiments 
of the 'common niiui'. Mostly drey fiiil, but ultimately 
diey win - and that is what history tells us. 

Bringing to the limelight the unknown, and 
documenting it, is die resejucher's job. But from 
the society's point of view, the scientist's job, even 
with the best of justice he has done to his work, just 
begins there. He cannot just remain complacent 
with his research findings. The societal implication 
of his field comes out only when his research is 
communicated. 

Science and technology are the basic building 
blocks of the world's achievements today. However, 
dwindling media coverage of science dnd technology' 
also places more responsibility on the part of 
scientists and the professionals for reaching the 
public directly. Coverage of science and technology 
occupies only a comparatively small part of the 
whole news, according to the 'State of the News 
Media-2()08 Report' of the Project for Excellence in 
Jom mdism. The Report says that the newspapers dnd 
the network T. V. news devote only 2 per cent of their 
coverage to science iuid technology iuid 7% for heidth 
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iuid medicine. These percentages are far lower thiui 
for government, foreign idfairs, elections, politics, 
crime iuid economics jmd business (Meredith, 2010). 
In India, 'economics and business', for much of 
the mainstream media means, "stock niiuket" iuid 
"banking". It is against this background that the 
subject of MSMEs is being discussed. 

2.0. Knowledge as the Engine of MSME 
Growth 

MSMEs and their needs demand much more 
clarification esi)ecially in a context where at least 
three-fourth of the world popidation experience 
significant pressures in their day- to- day economic 
Hfe. The central mm of this report is to position it as a 
tool of communication in the MSME scenjuio. Such 
positioning is \'isualized agjunst tire globid economic 
slowdown, wherein tiie whole world discusses tire 
role and potentiid of MSMEs. The world today is in 
a great learning process. Technology led a sizeable 
II section of the world into an idley of conspicuous 
consumi)tion. The consumption niimia of the 1 980s, 
especiidly in countries like die LISA, which desti'oyed 
our bakmce with nature and ruined ])eoj)le's lives, 
is fast getting eroded. US household consumption, 
which was once the sole foundation or anchor of all 
economic acti\'ities juid phmning declined sliiu ply in 
the late-2008, marking a significant depjuture from 
the until then steady and increasing trend (IMF, 
2010). The era of "collaborative consumption" has 
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Collaborative Consumption: The Catch word of Tomorrow 

The theoiy of 'collaborative consumption' is an addition for historical response to the Marxian 
theory of commodity fetishism (1867) and Thorstein Veblen's the theoiy of the leisure class 
(1899). The logic built up by both the economists is api)licable in the context of cai)italism 
in its norniiil course. However, in a crisis situation there emerges compromises. It is this 
compromises that emerged in the form of the concept of a "sharing economy". The terms 
"sharing economy" and collaborative consumption" are both used to describe a fascinating 
new economic and sociiil phenomenon. They refer to markets for the shiuing of products and 
sendees behveen indi\dduals. I 



come, iuid tirat is likely to be the dominant paradigm 
in the coming years. Such rapid changes have fiu'- 
reaching implications for the })rospects of MSMEs, 
and that of the common man. Today, there is no 
dearth of information, but knowledge as a powerful 
insti ument of development, has been sadly left far 
behind. 

The importance of knowledge systems has gained 
significant appreciation in the modern world. 
Knowledge iuid its concentration have proved the 
success stories of miuiy of the adviinced countries 
of today. However, it is important tirat knowledge 
be tr anslated from the abstract to the concrete level. 
Gone are the days when SMEs were considered 
panacea for the ills of develojjing economies. SMEs 
are recognized as important, no doubt, but now 
for a different and specific reason. Understanding 
this specific is important from the point of \'iew of 
evolving appropriate development strategies jmd for 
their meiuiingful implementation. 

In India, our understanding of the MSME sector 
was too naiTow until 1990s. The role of the sector 
was perceived largely in terms of promotion of 
employment and biilanced regional development. 
The situation has changed. Today the role of 
SMEs is perceived in terms of its contribution as 
a specific sub sector of the economy in shaping 
a growing economy to perfection. MSMEs today 
need to be understood in terms of what they are, 
and what tiiey can. Such knowledge iilso needs to be 
communicated for hvo reasons: (1) to trigger MSMEs 
into action; and (2) to giun their due resjject in the 
wider society. 

3.0. Development Communication for 
MSMEs. 

MSMEs iu'e the lowest layer of the enterprise system 



in any countiy. Being the 'bottom of the {jwamid', 
their potential is substimtial. The need for tapping 
this potential, therefore, is not only a business case, 
but a wider issue in the overall development agenda 
of countries,including India,and at the subnational 
level. 

MSMEs in Gujarat are not stand alone. They 
are significantly influenced by trends in the 
global iuid national economy relating to business 
performance, and developments in technology 
iuid ti'ade. Moreover, MSMEs, being a subject in 
the Concurrent List of the Constitution of India, 
development programmes in the State need to 
work within the overall fnunework and 5)olicies at 
tire national level. A discussion on the development 
agenda of the State should therefore, take iill these 
aspects into consideration. 

A development agenda, to be meaningfully 
implemented, calls for understanding of the 
common ground by all its stake holders. Not 
only that it is understood by one and all, there 
needs to have concerted action for delivering tire 
message. Professor Amailya Sen, on June 8, 2000, 
while delivering his presidential address in 3,51st 
Commencement of HiU'X'ard University, made the 
following remarkable comment on globalization 
and development: "The productive and economic 
contributions of global integration can scarcely be 
denied. But we iilso have to recognize the enormous 
inecjualities that exist across the globe ;md often 
within each countiy. Doubts about global economic 
relations come from different ends of the globe, and 
tirey are in tiris sense 'global doubts' - not just iui 
assortment of local opposition. We have to exiunine 
tiie miurifest inecjuiilities imd dispiuities tirat give these 
global doubts the i)olitical siilience they undoubtedly 
have. What is needed is not a rejection of tire positive 
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role of tfie market mechanism in generating income 
and weidth, but the importiuit recognition tlrat the 
market mechanism has to work in a world of many 
institutions. We need tire power jmd protection of 
these institutions, prowled democratic practice, civil 
and huniiin rights, a free and open media, facilities 
for basic education and health care, economic 
safety nets, and, of the attention it desen'es." Sen's 
obsen'ation, is higUy releviint to the vast constituency 
of MSMEs that touch upon tire lives of millions of 
people around the world. 

Development implies ipso facto change. While 
change, in terms of its long term benefits, is often 
accepted by individuals and communities, there 
is also an implicit trade-off behveen the piiins and 
pleasures of such a transition. Hence, imjjlicit in the 
concept of development, is iifso the concept of conflict 
of interests, because individuals and institutions iu'e 
interest-driven. It is mutual understanding of the 
scope of these conflicts that helps one to explore 
the search for a common ground. The core of 
all development debates is this understanding of 
common ground iuid the urge for working together. 
Communication ol a continuous nature, tiierefore, is 
tiie sine (jua non of change in the MSME sector. In 
fact, unlearning is the foundation of iuiy change, and 
tiie process of unlearning is dilficult in democratic 
societies based on traditions. Piirticipative leiirning 
needs facilitation among the stakeholders. More 
can be leiunt by interaction among the 5)eers, and 
reiilizing that MSMEs, despite the contributions of 
their Associations, have littie time or opportunities 



to share tiieir exjjerience and to evolve meaningful 
actionable strategies. Communication on scientific 
lines is the jmswer. 

'Development communication' is the integi'ation of 
sti'ategic communication in development projects. 
Strategic communication is a powerful tool that ciui 
imi)rove the chances of success of development 
projects/ programmes. It strives for behavior 
changes, not just information dissemination, 
education, or awareness-raising. While the latter 
iire necessar\' ingredients of communication, they 
are not sufficient for getting people to chiuige long- 
established practices or behaxdors. 

Development recjuires some kind of behavior 
change on the part of stakeholders. Research 
shows that changing knowledge and attitudes does 
not necessiu'ily translate into behavior chiuige. In 
order to effect beha\'ioriil change, it is necessary 
to understand why people do what they do, and 
understiuid tiie biirriers to change or adopting new 
practices. It is not enough to raise awareness of 
the "benefits", it is criticjil to understiuid peoples' 
barriers or the "costs" they perceive such a change 
would entail. 

Meaningful communication is about getting 
information out to piuticular audiences, listening 
to their feedback, and responding appropriately. 
The idea is to build consensus through raising 
public understanding and generating well-informed 
diiilogue iunong stakeholders. 



Constraints of Social Learning 

Practitioners and policy makers who wish to use or learn from designing or facilitating multi- 
stakeholder and social learning processes are confronted with four constnunts: 

1. Lack of a coherent, yet practical, conceptujil fnunework that enriches understiuiding of 
potential facilitators; 

2. Limited 5)ractical examples and lessons from experience, having adaptability and 
rei)licabilitj'. 

3. Lack of facilitation skills, experience and confidence to design iind implement appropriate 
and context -specific processes. 

4. Lack of comprehensive iuid integrated resource materiiils appropriate to the facilitation of 
multi-stakeholder and social learning processes. 
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Well-conceived, professionally implemented 
communication programs that are tied directly 
to reform efforts or objectives of a development 
project that bring understiuiding of local political, 
social imd cultural realities to bear in the design of 
development programs can make the difference 
between a project's success and fjiilure. 

4.0. Discovery of Common Grounds 

The term 'development' has been widely used in 
recent literature. However, the context in which 
it is discussed, and the processes involved are too 
complex that, from the point of view of clarity 
of understanding, as also for evolving actionable 
strategies, a demystification of die concepts involved 
is a must. While the term 'develoi)ment' is used in 
die specific context of MSMEs, such clarification 
becomes much more important. There is a growing 
need to facilitate dialogue, joint learning and 
collaborative action in the iirea of MSMEs. 

Extraordinary problems recjuire extraordinary 
solutions, and such solutions should be innovative 
and arrived at consensually among tiie stakeholders: 
entrepreneurs, policy milkers, enter{)rise associations, 
suppliers, donors, non-governmental orgiuiizations 
and consumers. Sustainable development demands 
continuous dialogue of such a nature. 

Even after repeated regulatory measures by the 
Centi'id Biuiks, SMEs in most counti'ies complain of 
inadeciuate aviiilability of credit. On the other hand, 
innovations like micro fimmce, which directiy address 
the problem of timely avjulabilitN^ of credit, have not 
led to more of enterprises that can avail of such 
opportunities. This mismatch between opportunities 
and their actuid utilization, lead us to the need for 
approaching the problem from a different angle. 
This brings us to another perspective: the paradigm 
of interacti\'ity iind diidogue. This combines ideas 
of systems thinking, (societal) learning, iuid multi- 
stakeholder participation. 'System thinking' seems 
most suitable to study complex dynamic issues 
that deal with hum;m beha\'iour. By looking at the 
whole system of interrelated issues and patterns, it is 
possible to make effective iuid sustitinable chiuiges 
for the future. 

Stakeholder analysis is performed when there is 
a need to clarify the consecjuences of envisaged 



Stakeholder Mapping Dimensions 

Commonly used 'dimensions' 
include: 

1) Power drigh, medium, low); 

2) Support (positive, neutral, 
negative); 

3) Influence (high or low); jmd 



changes or at the start of new projects, and in 
connection with organizational changes generally. It 
is importimt to identify all stakeholders iuid to have 
iui appropriate stakeholder mapping from the point 
of view of anidysis and action. Their dimensions 
need to be identified iuid understood. 

Development communication, as discussed above, 
presupposes the i)resence of effective tools and 
techni(jues which ciui foster a heidtiiy jmd productive 
relationship among various stidieholders. Reporting 
is one such tool which has great relevimce in tire 
modern world, where the (hiiiunics of change is 
significiuitiy complex. 

5.0. Development Reporting as a Tool 

'Devek)pment Reporting', as a relatively new concept, 
has giiined much interest in tire modern world, as 
most development actors, including governments, 
donors, financial institutions, promotionid agencies 
etc are con\'inced on its usefulness in forcefully 
putting forward an agenda of development. Such 
agenda should be tnmsparent and should be the 
outcome of a pjuticipative process. Development 
reporting pro\'ides such a platform, jmd comes out 
with a \'isible product, iui icon triggering debates 
iuid action. As such, it is able to contribute to tire 
thought process relating to MSMEs, which many 
vested interests do not wiuit to happen. 

5. 7. The IS ED Initiative 

The ISED Small Enterprise Observatory (ISED- 
SEO), a specialized knowledge platform at the 
Institute of Small Enterprises and Development 
(ISED), has tried to bring to die realm of public 



debates, the key issues of MSME development from 
time to time. The India MSME Communication 
Programme (IMCP), at the Institute addresses 
these issues annually in terms of two of its key 
components: a) India Micro, Smjifl and Medium 
Enterprise Report Series (in short, MSMER Series); 
and b) India MSME Darshan Series (in short, 
Diushan Series). 'India: Micro, Smiill and Medium 
Enterprises Report (MSMER) is a series which was 
introduced as a unicjue initiative in the country by 
tiie ISED in 1997. The maiden issue of tiie Series 
was meiuit to provide a holistic view of the sub-sector 
in an ovenill policy context. However, since 1997, 
major chiuiges have biken place in tlie globiil business 
emdronment, as iilso within India. Naturally, as we 
discuss the MSME sector today, it needs to be against 
these new and emerging issues. The Report presents 
an independent and scholarly \'iew of these issues. 

Being piirt of a kirger programme of communication, 
the tiisk before tiiis MSMER is reiilly chidlenging. On 
the one hiuid, it is iui attempt to provide a reiilistic 
picture of the state of MSMEs in India against the 
drastic chimges in the global economy during recent 
times. Secondly, it is iilso an attempt to s\iiergize 
tiie perspectives iuid understiuiding of stakeholders 
at various levels, into a scientific mould, but at the 
siime time, in a niiinner that is understandable to 
all of drem in a reasonable miumer. Thirdly, tiiis 
Report is taken as a tool for a wider agenda of 
communication dnd advocacy, which, in fact, is a 
badly neglected area. In this process, it is idso meant 
as a tool, in order to instigate new demands relating 
to the content, (jualitA' and level of reporting. Given 
all these four as])ects, the mission of the MSMER 
is unicjue iuid chidlenging. It is strongly founded on 
various metirods of research and iuialysis. This It is 
the outcome of the meticulous dnd strenuous work 
of viirious Regional Teams drat work simultiineously 
from across tire country, as also tire International 
Teams. 

The reporting in a particular year starts with the 
preliminary Stakeholder Consultations. These 
preliminjuy insights iuid major thmsts, subsecjuently, 
lead to tiie blue pint of the Report. The preliminaiy 
stakeholder perspectives set the initial priorities 
of the reporting. On the basis of these insights, a 
draft outline is prepared and circulated among the 



MSMER Special Achdsoiy Teiuii. Considering tlie 
comments iind suggestions of the Ad\'isoi'y Team, 
the chapter scheme and the major trusts are fiiiidized 
iuid die work struts. 

While the MSMER series tries to provide an 
independent \'iew of MSMEs in a pjuticuku" yeiu", 
it needs to significantly focus on a large number of 
data sources. In the process, all official documents 
such as, the MSME Census, rejjorts of die Central 
Statistical Commission, Annual Rejjorts and 
data bases of the Mmistry of MSME, Planning 
Commission and the Resene Biuik of India, are 
carefully sciumed. The expert Sun ey Teiini of the 
ISED Small Enterprise Obsen'atoiy Obsen'atory, 
further, makes iui assessment of what is missing iuid 
what need to be supplemented. Further, the task of 
the Team is to facilitate relevant materiid for diese 
iireas demanding further exjunination and anidysis. 

Field Teams are deployed in various states and 
locations in the country, in addition to the speciidists 
who are stationed in the cities of Washington, 
Jakarta, Botswana and other centres. Primary 
data of varied forms are collected through ni;uled 
(juestionnidres. 

The hfteenth Report of MSMER was formally 
released at die Commonweiddi-India Sniidl Business 
Competitiveness Conference at Bangalore, on 
May 29, 2011. 'India MSME Darskm' orgjuiised 
stidie holder dialogues in twent)' centers across the 
country during July-November 2011. Arranged 
on a tripartite mode, involving tiie government, 
industiT associations and ISED, these Meets were 
meant to gidn significiint feedback, as also gitidance 
for the way foiivard. The comprehensive IMCP 
Document 2011, summarizing the concerns and 
aspirations of viuious stidieliolders, and especially 
of entrepreneurs, was brought out recently, thereby 
making tiie knowledge cycle complete. 

IMCP 2011 covered 3.50,000 entrepreneurs, and 
about one hundred partner institutions, including 
governments, financial institutions and other 
stidvcholders, spread over 20 centi es of the country. 
How does it all happen? It is an excellent example 
of cooperation of institutions of diverging interests 
and backgrounds, on an 'inclusive partnership' 
mode. The bonding agent is the Institute's innovative 



platform, ISED Small Enteri)rise Observatory, 
which creates iind miiintiiins a knowledge base, which 
is important and useful for all tliese strike holders. 

Each volume of MSMER, apart from despite 
reporting of developments in a particular year, 
tries to focus and initiate discussion on new areas 
of developmental concern specialised. For the 
recjuirements of MSMER 2012, research teams 
were diployed invarious States, andthedata and 
information thus collected framed the rational and 
State-level analysis. Special studies were carried 
out MSME clusters and on cluster financing. The 
national report was released at Chennai during 
July, 2012. 

6.0. Framework of the India Micro, Small & 
Medium Enterprise Report 

MSMER, the nationjil report, report supplements 
a wider comprehensive IMCP document. India 
MSME Report Series forms part of a larger 
prognunme, ie, die India MSME Communication 
Programme. The term 'communication', in the 
context of MSMEs, is often discussed in the limited 
context of use of technology for exchange of 
messages. However, this limited meaning does not 
convey the real needs of communication as a \'ital 
Hnk in sustiiinable enterprise development. The term 
'communication', in the context of MSMEs, involves 
essentially two things: a) intra- enti epreneur or intra- 
firm exchiinge of ideas; and b) such exchiinges of the 
entrepreneur or the firm with the outside world, ie, 
with the societ\' and with the state. This integrated 
meaning of the term need to be operationiiiized with 
the help of relevant tools iuid technicjues that can 
inspire growtli iuid sustenance of enterprises. 

6.7. Uniqueness 

'India MSME Communication Programme', is a 
uni(}ue model of public -private piutnership. Guided 
by a common goal, the Programme brings together, 
government institutions imd the private sector, and 
various other actors under a single umbrella. This 
partnership model has significant potential for 
scaling up. Such a seeding up is also imperative, from 
the point of view of tlie aspirations of entrepreneurs 
and other stakeholders from various parts of the 



countiy. For instance, a few State governments have 
come forward and expressed interest in full-fledged 
State Reports, Gujarat being the leader. In many 
States, entrepreneurs have expressed interest in 
ha\'ing vernacular versions of the MSME Report, 
as also, summiir\f reports with ready action points. 
Several financial institutions have expressed interest 
in particular focal iu'eas. The generation of such 
diversified interest itself is a major contribution of 
tlie project for the last sevenil yeiu's. All tliese indicate 
the need for scaling up of the project, for which 
resources obviously is a consti aint. 

6.2. Coverage of Reporting 

Sectored reporting has a specific purpose. The key 
purpose is to have an understanding of the micro 
and meso issues against a macro context. Micro 
issues and developmental experience are often 
significiuitly influenced by macro level experience 
iuid phenomena. Therefore, it is necessary to have 
an understanding of both the micro and macro 
experience side by side. In India MSME Report, 
there is a detailed treatment of global economic 
conditions, developments in MSMEs in selected 
countries of interest, the national level experience, 
iuid experience at die State level, and in specific 
sub-sectors. 

7.0. ISED Small Enterprise Observatory 

The two projects of the Institute, ie, India MSME 
Report Series, and the India MSME Darslian 
Series, i\re not stand-idone. They are j)itted on a 
solid rationale and institutional framework. This 
overall programme fnuiiework is pro\'ided by the 
IMCP. The institutional fnmiework tliat pro\'ides it 
contiiiuit\' iuid streiigdi, is die ISED Sniidl Enterprise 
Obsen'atoiy (ISED-SEO), a humble, but speciidized 
knowledge platform , which, from time to time, tries 
to bring to the realm of public debates, much of the 
above issues and thrusts. 

IMCP is essentially meant as an educative 
I)rograiiinie, for helping entrepreneurs to iinalyze 
their own environment. It helps to add, at least 
in some way, to addressing and articulating the 
challenges and opportunities of the MSME sector, 
as also to i)olicies iuid strategies as they get shaped 
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from time to time. 

The IMCP, as iilready noted, is a partnership of 
many orgiuiizations. A unicjue innovative model, 
it demonstrates tliat the 'invisibility syndrome' 
that shrouds the MSME sector, is by no means, a 
problem without solutions. The latent energies of the 
entiepreneurs at tire grass root level are immense; 
they need to be released and ignited. 

Enterprises, in an emerging economy, are the 
product of die right conditions under which they 
emerge and prosper. Business development sendees 
(BDS) of the right (jualit)^ supported by a strong 
knowledge base, can provide tire objective conditions 
for enterprise development. ISED-SEO offers the 
knowledge-base iind niiikes it aviiilable on die public 
domain. Best practices elsewhere support and 
channelize action on appropriate lines; it does also 
add resources to the knowledge system. The role of 



ISED-SEO is to perform this role of a facilitator. 
8.0. Special Reports 

The MSMER reports have by now accjuired the 
essential characteristic of presenting the national 
scenario as an aggregate of the regional features 
which conbibute to die milking of die whole. Regions 
viUT in tlieir needs iuid priorities, determine more 
independently than before on strategies -under a 
common national policy umbrella - ;md are able to 
implement dreir otoi development initiatives. With 
this background MSMER is now developing into 
the next dimension of regional emphasis. While 
national reporting remains the central theme, it 
is considered desirable to document the regional 
development aspects in greater detail to sen'e as a 
tool of immediate relevjmce to the regioniii pkmners 
and administration. The present volume of Gujarat 
2013 is the outcome of this realization. 

7 
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Gujarat was chosen for the inaugural volume 
of Regional MSMER for the following sjjecial 
reasons: 

1. Gujarat aspires to become a beacon of 
comprehensive social and economic 
development 

2. Gujarat has a highly diversified industrial 
structure, with over 800 large industries and 
about 4,00,000 micro, small and medium 
enterprises, demanding innovative public 
policy initiatives. 

3. Vibrant Gujarat (January 2013) hosts a huge 
audience of investors for whom this report is 
expected to be of immense viilue. 

4. Gujiirat has significate achievements relating 
to industrialisation and MSME development 
which are not properly documented. Such 
documentation is vital for enhancing their 
visibility and sustainablity. 

8. 1. Methodology 

The methodology of rejjorting by MSMER 
Series is unicjue. In the case of buge international 
knowledge systems such as, SBA, iuid die European 
Obsei"vatory of SMEs, the methodology involves 
hu'ge- sciile collection of data at the national and 
global level. Wliile such data sources provide a 
fresh understiuiding of issues, they involve significiuit 
time, and deployment of a very large research 
team for collection of data and its analysis. The 
methodology' of MSMER involves, supplementing 
and complementing official data in the country, with 
detailed and specific encjuiries in particular iueas. 
Besides, centriil to the methodology,' is an approach 
by which, new and promising areas are brought 
into the stream of active discussion from time to 
time. Considering the latter thrust of reporting, the 
Obsen'atory has evolved a subsecjuent stage, India 
MSME Darshiui, as a stage of taking the findings of 
the Report for stakeholder scmtiny imd viilidation. 
Thus, the IMCP provides a full circle of stakeholder 
consultations, reporting, and public scrutiny, all 
three under a larger framework of continuous 
consultations and learning. 



MSME is a complex subsector of the economy in 
India. Regarding issues, concerns and perspectives, 
there are so much of differences of opinion. 
Therefore, the public policy process is often iiided 
by fact-finding committees in the government, iuid 
occasional commissioned studies. Continuous 
reporting is an exercise which ciui add great value 
to these separate commissioned studies. However, 
reporting need to be owned and validated by 
the stakeholders. Therefore, the focus of IMCP 
methodology is to ensure the best participation 
of stakeholders on a i)artnership mode. While 
ISED-SEO itself is a membership platform of 
stakeholders, the prognmrme of reporting as iilso the 
communication part, are ensured to be completely 
pjutnershi]) based. 

An imi)ortant mission of IMCP and MSMER 
series me to dispel doubts in the minds of people 
regiirding knowledge-related activities. India's histoiy 
of MSME promotion has decimated the role of 
the private sector in the common man's eye. In 
fact, the so called common man's eye, which cut 
across many a walk of life, considers knowledge 
as luxury, or something that is far from the real 
world. In the Indiiui cultural milieu of governance, 
the government is considered as the focal point of 
economic governance, and the people are taken 
largely as 'beneficiaries' of public policy. This 
approach is totally agjiinst a concept of participatoiy 
democracy. Participatory democracy involves, a 
level- playing ground both in theory imd i)ractice 
for Jill stakeholders, such that policies get shaped 
as a result of the interplay of these forces. Consider 
two examples: According to a senior Member 
of the Parliament," things in the MSME sector 
happen, exclusively because of the directives of the 
government dnd RBI. Banks, as in the past, cannot 
deny lojms to the MSMEs. Wliat then is the role of 
knowledge systems and reporting? A middle- level 
officer of a public sector biuik who is responsible lor 
MSME finiince asks: "what is the role for knowledge 
regarding MSMEs? From die financing iuigle, we get 
iill the information and guidelines from RBI and our 
corporate office." 

The whole thing ])ut in the words of iui ordiiiiiry 
entrepreneur is simple. According to him, SMEs 
face a laige number of day to day problems, iuid 
what we need is sohing tliese problems. Otlier issues 



Introduction 



are all irrelevjmt. The jmaMiciil fnune of die India 
MSME Report is geared to provide a meaningful 
mix of iifl the aspirations as outlined above. Good 
resejuch, popular information, and knowledge ju'e 
not mutuiilly exclusive. They feed one iuiother. As 
it is indicated in iui eiuiy part of this chapter, good 
research is a meiuiingf ul stuff only when it is properly 
communicated. Therefore, while maintaining 
the rigour of an anal>ticiil report, MSMER 2012 
attempts to tiike it to the stakeholders at the grass 
root level. 

8.2. Going through the Pages 

The contours of the Report jue drawn agiiinst tliree 
key imperatives of MSMEs as in 2013: 

1. Understanding the sector in a global setting, 
with focus on lociil strategies. 

2. The need for prioratising MSME development 
strategies. 



3. The perspectives and the imperatives for 
action. 

The first chaj)ter introduces the rationale and 
context of the report. This is f oUowed by a full-length 
discussion on the enterprise ecosystem and the 
position of MSMEs in a gk)biil setting, widr purticular 
focus on the Indiiin situation. The Gujiu'at MSME 
ecosystem is subsecjuently discussed in detiiil. The 
role of public policy in shaping Gujarat's MSME 
growth story forms the compass of the next chapter. 
Finiuice, the key concern of every entrepreneur, is 
disscussed in chapter V. Gujiirat's industrialisation 
strategy,' gives a special thrust on innovation and 
sunrise sectors. A full chapter is divoted to a 
discussion on this aspect. The Gujarat story of 
'inclusive growth', with MSMEs as its focid point, 
forms the theme of chapter VII. The })enultimate 
chapter discusses the regiomd kmdscape of MSMEs. 
Gujarat's way foi^ward relating to its MSMEs, with 
imperatives and opportunities in this context, is 
discussed by the last chapter. 




1.0. Introduction 

"India and Malaysia appear insulated from foreign 
biinks by almost iill indicators when compiu'ed with 
all peer groups, except developing Asia and the 
economies that make up the BRIC group," said the 
report released today in which IMF asked if some 
blinking systems withstand international contagion 
because drey iire less globiilly integrated. "Austnilia, 
Canada, India, and Malaysia have a relatively low 
degree of ex5)osure to international banking and 
also avoided tlie worst of the elfects of die global 
financial crisis," die report said. ( PTI Sep 25, 2012, 
09.13PM 1ST) 

MSMEs in Gujarat are not stand alone. They 
are significantly influenced by trends in the 
global and national economy relating to business 
perfomiance, iuid developments in technology,' and 
trade. Moreover, MSMEs, being a subject in the 
Concurrent List of the Constitution, develojjment 
prognmrmes in the State need to work widiin the 
ovenill fnuiiework dnd policies at the nationiil level. 
This chapter analyses the globiil and the national 
scene.) 

2.0.Economic Growth and Crisis 

Micro, smiill iuid medium enterprises (MSMEs) are 
die basic form of the private sector, and are present 
in most communities iiround the world. The context 
in which the role of SMEs is debated, demand 
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MSMEs: Global 
and the Indian 
Setting 

a much deeper examination of the background, 
logic, jmd processes of economic ti'ansition. The 
first wave of modernization theoiy which appeared 
in the 1950's and 1960's, attempted to explain the 
ditfusion of western st\des of li\'ing and technological 
innovations. The theor\' was much comfortable with 
a stoiy argument favouring the so-ciilled modern 
smiill-scale industries as agiiinst the tiaditioniil cnifts 
and non-fami activities then previilent (Lemer, 1 9,58; 
Schramm, 1964). According to this theoretical 
pju'adigm technology was identified as the key agent 
of enhiuicing competitiveness. The technology' gap, 
however, was considered to be significant between 
the develoi)ed and developing countries, leading 
to the arguments in favour of technology imports. 
Today, with the advancement of technology in 
general, and nullification of distance as a critical 
constraint, the dilference bet^veen die modern iuid 
the traditional sectors, perceived in early literature, 
is progressively coming down. Thus, the argument 
diat developing countries are technology-scarce, and 
drat modern technology from developed countries 
is a sine (jua non for development, is not tenable 
iuiy longer. 

The more recent experience of economic growth 
is ratlier mixed. The Indian economy has grown 
rapidly, while the US iuid Europe continue to face 
serious problems. Many observers suggest that 
emerging economies dnd adviinced countries may 
continue to witness different growth rates. Though 
this may appe;u' to be a short-run phenomenon, in 
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More Jobs Predicted for Machines, NOT People? 

A faltering economy explains much of die job shortage in America, but adva-ncing technology' 
has shiuply magnifl-ed the effect, more so diiui is genendly understood, according to two reseju c- 
hers, Brynjolfsson iuid McAf ee (2012) at the Massachusetts Institute of Technology, the 
automation of more and more work, once done by humans, die latest trend in US niiuiuf acturing. 
The ceiiti'al theme of "Race Against the Machine," their e-book, many workers, in short, iire 
losing tlie race against die machine. The tone of alarm in their book is a dei)iuture for the 
authors, whose pre\'ious research has focused mainly on the benefits of advancing technology. 
As die eniplo-TOieiit picture fiuled to brighten in the last two years, the two changed course to 
examine tecliiiologAf's role in the jobless recoveiy. 

The authors iue not the only ones receiidy to point to the job fidlout from tecliiiologA^ In the 
current issue of the McKinsey (2012) Quarterly, Ai'diur, B (2012), iui external Professor at die 
Santa Fe Institute, warns that technology is (juickly taking over service jobs, following the waves 
of automation of farm and facto ly work. "This last repositoiy of jobs is shrinking — fewer of us 
in the future may have white-collar business i)rocess jobs — iuid we have a problem". (Ardiur 
2012). 

Source: (mtiines. com) 



the longer run, it seems, unless deeper problems of 
industriidized countries are solved, they may pull die 
whole world, including emerging economies, down 
with them. India is now deeply integrated into the 
world economy, much more tliiui most of us think. 
Sustitined high growth in India, therefore, reciuires a 
sustained growth in world GDP as well. India needs to 
be constiuitly woiried about die globid developments 
as has been demonstrated by the giobid crisis in the 
last five years. There is still significant uiicertiuiily 
about the recover\', as deeper problems have yet to 
be solved. The dollar has to depreciate iind the US 
has to reduce its net imports. Private deniiind in 
the US has to rise. Many governments in the euro 
zone have to do fiscal consolidation. Until now, the 
recoveiy has come more from slioit-teriii stimuli and 
die iiiveiitor\' rebound, rather than from structural 
changes that lead to a new stable ecjuilibriuni. The 
impact on die SME sector has been rather slow, but 
sustained. The iiiitiid banking crisis caused by the 
collapse of the globed housing bubble in the U.S. in 
2006, rapidly evolved into a credit crunch situation 
where the loss of confidence in investments and the 
drastic fidl of the demand adversely idfected SMEs 
in particuku". Though die adviuice of information 
and communication technologies (ICTs) and the 
explosion of the sociid and business networks on 
die Internet have opened a new i iuige of possibilities 



for small organizations to face these difficulties, the 
opportunities remain limited, considering the very 
cultund environment of SMEs in most piuts of the 
world. 

3.0.Changing Business Ecosystems 

Enterprises today are increasingly linked to each 
other through flows of goods, services, investment, 
finance, people, iuid knowledge. At the same time, 
the global enterprise system is idso linked with, iuid 
is increasingly impacting, ecosystems elsewhere iuid 
on a kuger scide. The web of connections linking 
one ecosystem and one countiy with the next, is 
escidatiiig across all scales in both space and time. 
The world enterprise system got tnuisforiiied to such 
iui extent that everyone is now in everyone else's 
backyiird (UNU, 2003). 

In the modern world, we jue bound together by 
the nature of the relationships among products, 
technologies, niiu'kets, and innovation. Leveraging 
these relationships is critical to enhance firm 
productivity, to protect organizations from disrtiptiori, 
and to enhance their ability to innovate, evolve, 
iuid adapt. This means that no firm, jjroduct, or 
technology can be iui iskmd: No frnii ciui idford to act 
idorie, and no products can be designed in isolation 
(Lansrti and Lexaen, 2004)." 
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A world where SMEs prioritize collaboration, 
knowledge transfer, diiilogue, shiuing of resources 
for mutual benefit, and long-term relationships 
could be more beneficial thiui die current model 
based on aggressive strategies where SMEs fight to 
beat each other for an indi\'idual benefit. Finding 
innovative ways for promoting collaboration 
amongst compjmies should be the central theme 
of iuiy model. In naturaf ecosystems, these kind of 
collaborative emdronments promote biodiversity 
iuid the co-existence of species, what in die business 
domain could be ti'anslated in a greater sundval of 
SMEs due the mutualistic long-term relationships 
between tiieni. The relationship between sustainable 
business and markets has, thus, become a new 
area of interest. The degradation of the world's 
ecosystems iuid tiie sendees tiiey provide is creating 
a range of risks iuid opportunities for enterprises. 
The MSME sector contributes to ecosystem chiuige, 
while iilso depending on tiie goods and services 
ecosystems proride. 

The understanding of the enterprise space as an 
'ecosystem' emerged with t^vo different, but related 
types of studies: 1) globalization research; 

and 2) studies on inter- enterprise relationships. 
Globalization studies focused on tiie relationship 
between small and large enterprises essentially 
from the point of view of their position in the 
globiil value chain. These studies emphasize tiie 
point that SMEs need to remain competitive as 
per international stiindards, so that they can reap 
the benefits of the globiil vjilue chiiins. Studies on 



Modelling SME-Friendly Business Ecosystems 

While an ecosystem approach to enterprise development has become increasingly fashionable 
and of cuneiit relevance, theorizing and modeling on those lines has become the most recent 
interest in the area. More recently. Multi-agent Digital Ecosystem models have been developed 
by, some scholars (see, Lurgi, M, 2012). These tools, developed with die help of IT, permit to 
create links and collaboration between SMEs, and allow them to offer new sendees iuid save 
resources and money in order to be in a better position for competing against big corporations. 
This model presupposes that, a world where SMEs prioritize collaboration, knowledge transfer, 
dialogue, slijudng of resources for a niutuiil benefit, iuid long-term relationships, could be more 
beneficial than the current model based on aggressive strategies where SMEs fight to beat each 
otlier for iui indivdduiif benefit, tlie business domain could be tnuislated is a greater sundval 
of SMEs due to tiie mutualistic long-term relationships between them. [Lurgi. M, Estaiiyol. 
F: (2010)1 



enterprise relationshii)s, which emerged essentially 
in the context of the informal sector studies of 
1970's, expk)re the specificity of the relationship 
between sniiifl and kirge firms, either as exploitative 
or as benign. 

Business ecosystems iu'e molded by i)eople. It is 
the decision milking process of millions of investors 
iuid producers, that niJike the eco system what it is. 
The motives behind such indi\dduiil decisions range 
from, livelihoods on the one hand, to hardcore 
investment decisions on the other. The terms, 
"livelihood" and "entrepreneurship" iire widely used 
today. "Livelihoods" is a broad term, the iiieiuiing 
of which is not immediately appiireiit. Basiciilly, it 
is about how people support themselves. But, this 
support needs to be sustiiinable. 

From die i)oint of \dew of macro policy, die livekliood- 
enti epreiieursliip distinction has wdder significjuice. 
It is in tills context, tiiat defining livelihoods and 
entrepreneurship in a development context, and 
identifying yardsticks for their measurement 
become crucial. Development planning craves for 
iui agenda of 'inclusive economic growth', but lacks 
a proper theoretical framework to explain what 
"iiiclusiveiiess" should mean. It is in this context 
that defining livelihoods and entrepreneurship in 
a develoi)iiient context and finding yiu'dsticks for 
their measurement become crucial. Livelihoods 
and entrepreneurship are part of a continuum. 
However, from the point of view of macro })olicy, 
the livelihood- entrepreneurship distinction has 
wdder significance. The task of development policy 
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Livelihoods and Enterpreneunership: Do they Differ? 

The livelihoods status of an indi\'idual varies from situation to situation. There need to be a first 
cause. The first cause can be spontiuieous or induced. The spontaneous option to livelihoods 
implies that, tire individuiil develops a strategy of supjjorting himself. If the sti'ategy is designed 
externally, with or wdthout the i)articipation of the person, it can be called an essentially 
livelihood strategy'. If the strategy,' is sustiiinable, and thought out and shaped by the person 
himself, it cjm be called an entrepreneurial strategy. An approach, as above, ciui be ciilled a 
functioniil approach. A hinctioniil approach explains the degree of entrepreneurship in terms 
of what it does. In many development discourses, the bvo concepts iu'e inter-changeably used. 
While NGOs are often comfortable witli the term "livelihoods", entrepreneurship is a word 
often used in business circles. In mimy cases, entrepreneurship is used as an advimced form 
of 'livelihood' as well. 



and {planning is to distinguish bebveen the two, with 
die help of relevant tools jmd technicjues. 

4.0. Economic Models and Social 
Implications 

It will be interesting to re\'iew the various economy 
models that emerged since the Great Depression 
of the 1930s. 

'Fordism', the model of development which 
characterized tlie post-war Golden Age in tlie West, 
and was partially imitated in models of 'import- 
substitution' in the Third World, It rested on tliree 
pilhus: 

• A particular organization of labour, a 
'technological paradigm' called Taylorism 
that allowed rapid and continuous gains in 
producti\'it\' from the beginning of the centuiy 
onwards. It rested on the opposition in tire 
workplace between those who conceive and 
those who execute. 

• A macroeconomic (KcTOCsian) logic (a 'regime 
of accumulation'), based on the systematic 
redistribution of productixdtA' gains to eveiy 
social class, particularly to all workers, in 
the form of regular increases in purchasing 
power. 

• A 'model of regulation', or, a package of 
governing rules which, in the context of 
Fordism, entailed a centralized juid rigid system 
of redistributing productixdtA' gains, stabilized 
by a network of collective bargaining, sociiil 
legislation and the welfare state. 



Reagonomics: (Thatcherism) The niiirket libendism 
in the 1970s in die Nortli which saw die progressive 
dismanding of the elaborate protective biu riers iuid 
shifted to integration, making miu'kets increasingly 
'free' from state inten-ention and control. 

Neo- Taylorism (Flexible or Liberal Producti\'ist 
Model) Globidisoation. 

Much less stable thim its predecessor. It is cyclical 
like capitalism in the nineteenth century, but its 
transnationalization renders these cycles pju'ticukirly 
dangerous. It is this model that has now been 
described in the popular media, as "globalization". 
(OECD, 1996). 

Still not relieved from die severe shocks of the recent 
fniiuiciid breiikdoTOi ;md consecj-uent depression the 
European Union has realized the imperative need 
to ecjuip the emerging economies with the recjuired 
hard iuid soft skills necessar\' for niutuidly beneficial 
interactions. Some of die ver\' recent initiatives, 
mentioned below, reconfirm the EU belief that 
SMEs, properly ecjuipped with appropriate skill 
sets, ciui contribute greatly to idl die participating 
economies. 

S.O.Asian Response to the Crisis 

Small Business Act, EU business centres helping 
the EU SMEs to enter third-countiy markets were 
established in India iuid Cliina. Bodi centers pro\ide 
business support services including matcliniiddng, 
market access assistance, guidance on regulatoiy 
issues, IPR. 
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The Changing Ecosystems - A Historical Perspective 



In tile 1930s, iifter growing sti'ongly during the "roaring 20s", the World economy went into 
prolon-ged recession. Output fell by 30 per cent. Unemplo-Ament soiired high. In 1939 die 
rate ol joblessness went up to 17 % of the workforce. Roughly hiill of the 2,5,000 banks in the 
United States failed. The World War II helped arrest the depression. End of World War, 
independence and emergence as sovereign nations of the former colonies, the formation of tlie 
Communist Block and the destruction caused in Europe andjapiui in the course of the World 
War created an economy led by national development concerns. The Cold WiU" period saw 
countries opting lor the stiite-led model, or the market model, or the mixed model of economic 
development depending on their ideological leanings. In all the three models, tlie state had an 
importiuit role to play, though its role viiried from countiy to country^ Protective biirriers - tiiriffs, 
subsidies iind (juotas - were set uj) to regulate trade. .The long-term impact on global viilue chains 
is regulated by chiuiges in stiuidards regimes, exchange rates, investment Hows jmd other key 
determinjuits like climate change. Wliile trading witli last-gi'owing economies such as China, 
India and Bnizil will become increasingly important, it is cjuestioned whether this will create 
export opportunities for other developing countries or will it merely divert trade away from the 
OECD countries towards the emerging economies. This was followed by the Neo Taylorism, 
differently known as Flexible or Liberal Producti\'ist Model or simply. Liberalization or 
Globalization, a pattern of cross boarder enterprise acti\'ities including international investment, 
strategic iilliiuices for product development, production, sources and marketing enabling entry 
into new iuid mutuiilly advantageous markets to exploit technologiciil, orgimizationiil iuid regioniil 
adviintages besides reducing business risks iuid costs. Free Trade Agi'eements speiuireaded by 
UNCTAD added to the globalization initiatives. In spite of these numerous paradigm chiinges 
the Western economy was once agiiin hit by iuiother Great Depression by the middle of the 
last decade; the entire globe is still not out from the rii)i)les ol the shock wielded by it. 



The IPR Help Desk in China has been 
operational for the last three years delivering 
a targeted advice on IPR issues to EU SMEs. 

The Enterprise Europe Nehvork continues to 
enliu'ge in third countries. 

The Commission established a number of SME 
policy diiilogues both bilatenilly (China, Russia) 
and multilate rally (ELI-MED Cooperation, 
Eastern Partnership) iiimed at approximation 
of SMEs policy framework. 

As a result of the "Miirket Access Strategy" for 
European exporters of 2007, Market Access 
Teams jue now operations in 30 key export 
markets. They bring together trade councilors, 
European Commission and EU business 
organizations closely cooperation to inform 
each other about trade barriers and the way 
how to taclile them. 



• UnderSmall Business Act, ELT business 
centres helping tlie EU SMEs to enter third- 
country markets were established in India and 
China. Both centers pro\'ide business support 
sendees including matchniiiking, niiu'ket access 
assistance, guidance on regulatory issues, 
IPR. 

• The IPR Help Desk in China has been 
operationiil for the last three yeiu's delivering 
a targeted advice on IPR issues to EU SMEs. 

• The Enterprise Europe Network continues to 
enliirge in third countries. 

• The Commission established a number of SME 
I)olicy diiilogues bodi bilaterally (China, Russia) 
and niultilaterally (ELT-MED Cooperation, 
Eastern Partnership) aimed at approximation 
ol SMEs policy fnuiiework. 
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Globalising SMEs: Recent EU Initiatives 

• In line with Principle-10 of the Small Business Act, EU business centres helping the EU 
SMEs to enter third-country markets were established in India and China. Both centers 
prcnide business support semces including matchmaking, market access assistance, guidance 
on regulatoiy issues, IPR. 

• The IPR Help Desk in China has been operational for die last diree years delivering a 
targeted ad\'ice on IPR issues to EU SMEs. 

• The Enterprise Europe Nebvork continues to enhuge in third countries. 

• The Commission established a number of SME policy diiilogues both bilaterally (China, 
Russia) and multilate rally (EU-MED Cooperation, Eastern Partnership) aimed at 
approximation of SMEs policy fhmiework. 

• As a result of the "Market Access Sti'ateg\'" for European exporters of 2007, Miirket Access 
Teiuns iu'e now operations in 30 key export niiu'kets. They bring together trade councilors, 
Europeiui Commission iuid EU business organizations closely cooperation to inform each 
other about trade barriers and the way how to tackle them. 

• A study on internationalisation of European SMEs was completed. 



• As a result of the "Miirket Access Strateg\'" for 
European exporters of 2007, Market Access 
Teams iire now operations in 30 key export 
markets. They bring together trade councilors, 
European Commission and EU business 
orgiuiizations closely cooperation to inform 
each other about trade barriers and die way 
how to tackle them. 

• A study on internationalisation of European 
SMEs was completed. 

The global economic crisis, as it was broadcasted in 
September 2008, has subsecjuently led to a churning 
of economic structure juid processes from vritlun iuid 
among countiies. Depending upon the particular 
tyf)e of problems and policy perceptions, countries 
have thought of crisis mitigation packages, with 
diverging impacts on dieir economies, iuid in many 
cases, to die rest of die world. While the Asian crisis 
of 1997- 1998 started out as a disruption of financiiil 
markets, the global crisis was essentially a b ade crisis 
from developing Asia's perspective (ADB, 2010). 
More precisely, the global crisis did not hit the 
region with full force until the fniiuicial crisis spread 
to the real economy in the industriiilized countries, 
crimping their deniiind for imports and hence the 



region's exports. Asia's fmanciiil systems, unlike in 
the Europejui Union and the United States (US), 
continued to function more or less normally, iuid 
credit continued to flow to the real economy. 

The collapse of external demand and world trade 
has predictably had a pronounced adverse impact 
on the output growdi of a region, a significant piirt 
of which has traditionally relied on exports to power 
its growth. The impact was especially noticeable 
for the highly open iuid genenilly more successful 
economies of East juid Southeast Asia. The plunge 
in exports, which climaxed in the fourdi cjuarter of 
2008 and first quarter of 2009, also dragged down 
business and consumer confidence, dampening 
I)rivate investment iuid consumption. 

Policymakers in Asia have usually given much 
higher priorit\' to maximizing out[)ut growtii ratiier 
than minimizing output volatility'. Therefore, the 
priniar\' role of monetiuy and fiscal policy has been 
to proride noninflationiuy macroeconomic stability', 
which is conducive for long-run growth. 

Desj)ite die severe initial imjjact on outfjut, most 
evident in die fourth (juarter of 2008 iuid first (jiuuter 
of 2009, the region has staged a spectacuku" V-shaped 
recovery reminiscent of its rebound from the Asiiui 
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Internationalisation of European SMEs 

In 2009 the European Commission launched a study to map the level of internationiilisation 
of Europeiin SMEs, identify which are the miiin barriers iuid adviintages of internationiilisation 
and propose policy recommend-ations. The study iuialyzed all actixdties that i)ut SMEs into 
a meaningful business relationship with a foreign piirtner: exports, imports, foreign direct 
investment, internationiil subcontracting iuid international technical co-oi)eration. The data 
and conclusions are based on a sun'ey of 9,480 SMEs in 33 European countries. 

Findings : 

• 25% of EU 27 SMEs export or have exported at some point during the last 3 years. However, 
internationjil acti\'ities are mosdy geared towards other countries inside the inteniiil market 
and only about 13% of EU SMEs are active in mju'kets outside the EU. 

• International SMEs create more jobs: Internationally active SMEs report iui emploAiirent 
growth of 7% versus only 1% for SMEs without any internationiil acti\'ities. 

• International SMEs are more innovative: 26% of internationally active SMEs introduced 
products or sendees tlrat were new for their sector in their countiy; for other SMEs this is 
only 8%. 

• Public support goes largely un-noticed: Only 16% of SMEs iire aware of public support 
programmes for internationallisat-ion and only a small number of SMEs use public 
support. 

• Europeiui SMEs jire more internationalUy active than US and Japanese SMEs. Overall, 
Europeiui firms ai'e more active tlian tireir counterparts in. Japan or the US. Even if only 
extia EU exports are considered they still perform better. 

• Most often SMEs start international activities by importing. SMEs tiiat botii import and 
export sfcuted with import twice as often (39%) tiiiui witir exports (18%). 




crisis. According to ADB (20 1 0) , develo])ing Asia as 
a whole grew by an estimated 5.2 i)er cent in 2009, a 
much better performance tlijm tire rest of the world. 
The region's growth will accelerate f urther to 7.5 per 
cent in 2010. Even more remiu'kably, the People's 
Republic of China (PRC) grew by im estimated 8.7 
per cent in 2009. Wliat is all the more striking about 
the region's strong post crisis performance is that it 
has tiiken i)lace desjnte tlie fragile state of tire G3— the 
EU, Japiui, iuid tire US. 

26% of internationally active SMEs introduced 
products or services that were new for their sector in 
their country; for otlrer SMEs this is only 8%. 

• Public support goes ku'gely un-noticed: Only 
16% of SMEs are aware of public support 



y 

progriunmes for internationallisat-iorr arrd only 
a small number of SMEs use public support. 

• European SMEs are more internationalUy 
active than US and Japanese SMEs. Overall, 
European firms are more active than their 
counterpiuts in Japiui or the US. Even if only 
extra EU exi)orts are considered they still 
perform better. 

• Most often SMEs stiirt inteniationjil acti\ities by 
importing. SMEs tirat both import and export 
started witlr import twice as often (39%) than 
with exports (18%). 26% of internationally 
active SMEs introduced products or senices 
that were new for their sector irr their country; 
for other SMEs this is only 8%. 
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• Public support goes kirgely un-noticed: Only 
16% of SMEs are aware of public support 
prognunmes for internationiillisat-ion iuid only 
a smiill number of SMEs use public support. 

• European SMEs are more internationallly 
active thiui US and Japanese SMEs. Overall, 
European firms are more active than their 
counterpjuts in Japan or the US. Even if only 
extra EU exports are considered they still 
I)erform better. 

• Most often SMEs stiut intematiomil activities by 
importing. SMEs that both import iuid export 
stiirted with import twice as often (39%) than 
with exports (18%). 

According to conventional wisdom, the key to 
developing Asia's V-shaped recoverv' lies in the 
sizable and effective fiscal stimulus measures 
implemented by tlie region's governments. Domestic 
spending has bounced back because the fiscal 
stimulus in the region was bigger and worked faster 
than in the West. The stj'lized facts indicate that 
governments around developing Asia have, in fact, 
pursued expiuisionaiy monet;uy and fiscal policy to 
fight the recession, along with their counterparts in 
the G3 iuid in other parts of the developing world. 
Aldiough monetiuy policy also contributed to the 
recoveiy in some countries, fiscal policy is likely to 
have played a gi'eater role since it has a more direct 
effect on aggregate demiuid. 

The relatively heiilthy state of government finances 
in developing Asiiui countries is Jilso widely believed 
to have contributed to the willingness and ability of 
governments to imjjlement sizable fisciil stimulus 
packages. For exjunple, IMF (2010a) notes that the 
emerging market countries with lower public debt 
and better budget balances going into the crisis 
were able to accommodate the economic downturn 
better by letting their fiscal positions ease more 
subsfcmtially. With the notable exception of India, 
public debts to gross domestic product (GDP) ratios 
are significantly lower in the region in comparison 
witli industi iiilized countries. A core ingredient of the 
region's success has been macroeconomic stability, 
and fiscal discipline. 

Although the global crisis has rekindled developing 
Asia's interest in countercyclical fiscal policy. 



economists iu'e deeply divided about the effectiveness 
of fiscal policy as a tool for countercyclical out[)ut 
stabilization. In principle, lower taxes jmd higher 
government spending should boost aggregate 
demand, and thus counter the decline in exports 
iuid private demiuid. In die real world, a wide range 
of factors may limit the responsiveness of aggregate 
output to a fiscal stimulus. On their fight against 
inflation, the Asian central banks have begun a 
tightening cycle iumed at removing excess credit iuid 
attempting to stay iiliead of tire inflationarv' cun-e. 

Other visible strengths of Asia were those 
resulted from South-South Cooi)eration, Regional 
Cooperation ;md Rupee based soft credits which 
enabled the emerging economies to participate 
in trading among themselves without subjecting 
themselves to the vicissitudes of hiu'd currencies. 
It is not by any meiuis to chum tiiat the emerging 
economies were free from the credit crunch in the 
West but to emphasize tiiat they could sumve for 
three especial reasons: 

1. Most of the Asiiui countries have a populous 
market capable to absorb the production at 
break-even levels. 

2. Savings has been a vital part of their fiscal 
experience in contrast to the consumerism and 
living on credit. 

3. Fiscal policies converged on major state 
spending and self sufficiency of food crops. 

Up until the 1960s, India was not interested in 
exporting its goods iind senices abroad and 003iiot 
ready to open its economy to foreign investments. 
The aim of its economic policy was to ensure the 
country's independent development. Its bilateral 
policy had been heavily skewed in favour of the 
former communist countries and was oriented 
towards technology transfer, mutually beneficial 
relations iuid piu tnerslup for devek)pmeiit. For a time 
India was left out of Asia's economic boom. Witli the 
Soviet Union's collapse iuid the first Gulf WiU" as well 
as the implementation of die Internationid Monetiiry 
Fund's Structural Adjustment Programme, India 
launched a new policy of privatization, deregulation 
iuid giobidization iuid a multifaceted trade policy. 
(LawTence Henry in India's Internatioiiid Policy, 
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September 2008, Institut Fnmciiise des Relations 
Internationales (IFRI)). India was a founding 
member of GATT in 1947 and WTO m 199,5 
and was always influenced by the non-alignment 
policy. (Chowla, 2003, "India and WTO", Indian 
Quiuteiiy Jouriiiil of Internatioiiiil Affiiirs, Vol. 59 
No. 3 / 4, P 257) Until 2000 India remmned isolated 
from major Regional initiatives, pjuticularly Asia 
Pacific Economic Cooperation (APEC) iind Asia 
Europe Meeting (AEM). South Asia Association 
for Regional Cooperation (SAARC) was the first 
initiative to be followed by Indian Regioiiiil Trade 
Agreements (RTA), which are more in the nature 
of multilateral agreements tlijm regioiiJil agreements. 
After the Cancun Ministerial Meeting of WTO 
India entered into an arnmgement witli like minded 
nations, in IBSA, India, Bnizil iuid South Africa, 
March 2004. 

The ecosystem change in India is manifest in its 
relations with European Union and Association 
of South East Asian Nations (ASEAN), which 
demonstrates a powerful model for further 
liberalization and attraction of goods, services 
technology and investment. The present FDI 
initiatives should be seen from this perspective. 
(Narasimlian S., 2005, "India's look East Policy 
-Past, Present and Future", in LawTence Heniy, 
2008). 

The most recent trend in Indiiui Trade Policy is 
its response to the "Spaghetty Bowl Effect", an 
admixture of Regional and bilateral agreements. 
The trend is to evolve iind successfully maintiiin 
multilateral, bilatenil and regional trade agreements. 
This is well demonstrated by its relationship 
with USA and EU, the dominant trade i)iutners, 
increased dealings witii Mercado Comun del Sur 
(MERCOSUR) and Southern Africa Customs 
Union (SACU) and it bilateral approach to the 
Asian countries. India's strategy,' through the vjuious 
shades of trade agreements has now reached a stage 
where it can be asserted as a pursuit towards trade 
and economic liberalization, while ensuring that 
its interest as a developing and already powerful 
political entit\' is presen-ed. 

The liberalization policy provided considerable 
latitude for the States and Enterprises to deal with 
foreign b ade piirtners iuid investors thus established. 



subject only to major nationiil policy guidelines. It 
is in this background of inherent traditionalism iuid 
applied liberalism of the Indian economic sceiiju io 
tirat the development and progress achieved by any 
of its institutions should be eviiluated. The following 
chapters make iui attemjjt to assess the progress of 
Gujiu at as an icon of development jmd the strategies 
which led to that attiiinment 

e.O.The India MSME Growth Story 

The experience of the Indian economy, presents 
a rather complicated picture, which has imi)orfcmt 
implications from the point of view of economic 
growth and employment opportunities, the two 
xdtal indicators of performance of an economy, 
iu'e critical to the i)rosi)ects of MSMEs since they 
constitute the base of the economic pwiimid. In the 
age of globalisation, no nation can reiilly keep itself 
aloof from the world economic volatility' and India 
is no exception. The impact of the Great Recession 
on India ciui be di\'ided into fiiiimcial & economic 
impact, and potential long-term geojjolitical 
implications. The instantaneous financial and 
economic impact can be witnessed in reversal of 
portfolio ecjuity flows iind the associated influence 
on domestic miu'ket and licjuidity position. Coming 
to tire geopoliticid impact, because of her geopoliticid 
location in Soutir Asia, die countiy should be able to 
exploit the opportunity to consolidate its economic 
interaction with its neighbom's because poHticidly iuid 
economicidly stable neighbourhood is essential to 
foster its regionid imd global interests. "Overall, the 
Indian economy should be able to stiind up to the 
situation witii tiie aid of domestic capitid formation 
accompanied by high savings rates and vastly 
functional capitid markets." (AK BHAGAT: Jun 
25 2012, in Financial Express 6th December 2012). 
According to Montek Singh Ahluwalia, Deputy 
Chair, Planning Commission India's economic 
slowdown was a consequence of both domestic 
constraints and tire soriy state of the global economy 
not just because of the world situation. (Hindustan 
7}>77e.s,June 18, 2012) 

A recent Delhi University study found tirat "idtirough 
post US subprime crisis there is no obsen'ed causal 
relationship beUveen India iuid other economies, 
but post European debt crisis, the Indiiui economy 
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is granger caused by all other economies. Further 
during pre US subprime crisis period, India did 
have a long term co-integrating relationship with 
all other economies but this co integration idmost 
disappeiued in post US subprime crisis as well as 
post European debt crisis period. This low level 
of CO integration despite tire presence of short run 
causal relationship shows that global shocks might 
destiibilize Indian economy in long run. Especially, 
Impulse response analysis revealed that Indian 
economy seems to be immune from the shocks 
created in the other economies of the world for at 
least first two months and negative effects appear 
after that only" ( Inter-Linkages, Co-Integration 
and Global Finiuicial Crisis: India's Experience and 
Preparedness, Vanitha Tripathi et al.. University' of 
Delhi - Delhi School of Economics - Department 
of Commerce, September 2012) 

R&D spending is considered the barometer for 
the shift from "copy" culture to "innovation and 
development" culture. According to a recent 
study by Roland Berger Strategy Consultiuits totiil 
R&D spending in India doubled since 2007 and is 
now estimated at $40 billion. Until vary recentiy, 
innovation was almost exclusively the presen'e of 
advanced economies. That's no longer the case. 
India's standalone contribution to the global pie 
has improved from 2% to nearly 3%, while US has 
declined 3% to 24%, Europe about 2% to 24% and 
Japan by 2.3% to 1 1%. according to the siime report. 
India and China now account for nearly 20% of 
global R&D spending, China alone accounting for 
a giobiil share of 14% of tire total worldwide R&D 
si)ending. 

India has achieved remarkably high growth over 
the past one decade and emerging as the second 
large economy in tire world. Despite tire economic 
meltdovMr which had pelt by US subprime crisis, 
Indiiui economy showed robustness in crisis period 
iind recovery period. India has been growing at 9.3%, 
6.7%, 8.4% iind 8.39% in F.Y 2007-08, 2008-09, 
2009-10 Mid 2010-1 1 respectively. This might be due 
to strong economic fundiunental or less exposure to 
internationiil ti'ade iuid finance or botlr. The growth 
stoiy comes to an end with steep declines in GDP 
growtii rate to 6.9% in F.Y 201 1-2012. 

GDP growth moderated to 6.1 per cent during Q3 
of 2011-12 from 6.9 per cent in Q2 iurd 8.3 percent 



in the corresponding (juiuter of 2010-11. This was 
mainly due to moderation in industrial growth from 
2.8 per cent in Q2 to 0.8 per cent in Q3. The sendees 
sector held uj) relatively well (with growth being 8.7 
per cent m both Q2 mid Q3 of 2011-12). Overall, 
GDP growth during April-December 20 1 1 slowed 
significiuitly to 6.9 per cent from 8.1 per cent in the 
corresponding period of the pre\'ious yeiu". On the 
demand gioss fixed capital formation contracted in 
Q2 (-4.0 per cent) iuid Q3 (-1 .2 per cent) of 201 1-12. 
The gover-nment's finiil consumption expenditure 
increased by 6.1 per cent in Q2 juid 4.4 per cent in 
Q3. Private finiil consumption increased by 2.9 per 
cent in Q2 and 6.2 per cent in Q3. 

Growtlr in tlie index of industrial production (IIP) 
decelerated to 3.5 per cent during 2011-12 (April- 
Februaiy) from 8.1 per cent in the corresponding 
period of the pre\'ious year. In terms of use-based 
classification, while capitiil goods iind intermediate 
goods sectors registered negative growth of 1.8 per 
cent iuid 0.9 per cent, respectively, the growth of 
the consumer durables sector decelerated to 2.7 
per cent. These trends suggest that acti\'ity may have 
expiinded slower thiin 6.9 per cent in Q4 implied in 
the advance estimates of GDP by the government. 

The long-term average annual growth of industries 
comprising mining, manufacturing, iuid electricit\', 
during the post-reform period between 1991-2 iuid 
2011-12, averaged 6.7 per cent as against GDP 
growth of 6.9 per cent. Inclusion of construction 
in industry raises this growth to 7.0 per cent. The 
shiu'e of industry, including construction, in GDP 
remained generiilly stable at iu'ound 28 per cent in 
the post-refonn period. Standard deviation of the 
average share was ver\' small and the coefficient of 
variation under 5 per cent validates tlris stability'. The 
shiire of manufacturing, which is the most dominant 
sector widrin industry, also remjuned in tire 1 4-16 per 
cent range during tliis period. The share is modest 
when compared to that of China (above 40 per 
cent) iuid some of the East Asiiui countries (above 
30 per cent). 

Employment in the industrial sector increased 
from 64.6 rnrllion persons in 1999-2000 to 100.7 
million persons in 2009-10. The shiu'e of industry 
in total erni)lo\inent increased from 16.2 per cent 
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in 1999-2000 to 21.9 per cent m 2009-10. However, 
the increase was liugely on account of expiuision 
of employment opportunities in tlie construction 
sector, from 17.5 million m 1999-2000 to 44.2 
million m 2009- 10. 

Recent industriiil growdi , measured in terms of IIP, 
showed a fluctuating trend. Growth had reached 15.5 
per cent in 2007-8, iuid then started decelerating. 
Initiiil deceleration in industrial gi'owtli was largely 
on account of the globiil economic meltdown. There 
was, however, a recoveiy in industriiil growth from 
2.5 per cent m 2008-9 to 5.3 per cent in 2009-10 mid 
8.2 per cent in 201 0-1 1 . Fragile economic recoveiy 
in the US and European countiies jmd subdued 
business sentiments at home, iiffected the growth 
of the industriiil sector in the current yeiir. Overall 
growth during April-December 2011 was 3.6 per 
cent compiired to 8.3 per cent in the corresponding 
period of the pre\'ious yeiir. 

The t^vo clijuts above show the changes during the 
twelve month periods. July 2011 to June 2012 (Use 
based) imd September 2011 to September 2012, 
(Growth rate) respectively. It may be obsen'ed that 
the growth rate has been hovering around +/- 5%. It 
is also interesting to note that the overall growth is 
moxdng in consoiiimce with the movements in the 
manufacturing sector, which is much important to 
MSMES. 



7.0.The National MSME Kaleidoscope 

It is estimated drat in terms of value, the MSME 
sector accounts for about 45 per cent of the 
manufacturing outjjut and 40 per cent of the total 
exports of the countr\^ The sector is estimated to 
employ about 595 hiMi persons in over 261 lakh 
enterprises tlrroughout the country. Further, this 
sector has consistently registered a higher growth 
rate than the rest of the industrial sector. There 
iu'e over 6,000 products ranging from traditional to 
high-tech items, which are being manufactured by 
the MSMEs in India. 

The figures brought out by the latest all-India 
Census of MSMEs revealed the size of die registered 
MSMEs sector to be 15.64 lakhs. Of the total 
registered working enterprises, tire proportion of 
micro, small and medium enterprises were 94.94%, 
4.89% jmd 0.17% respectively. This comprises of 
67.10% manufacturing enterprises and 32.90% 
services enterprises. About 45.23% of tire enteiprises 
were located in rund areas. 

Growth of the MSME sector in tiie past had been 
higher than that of the overall industrial sector. 
It may, however, be obsen'ed tirat, with the change 
over from SSI to MSME in 2007, pursuiuit to die 
MME Act 2006, the comparative figures for the 
subsecjuent years are yet to be recomposed and 
hence not incorporated in tire given Table. 
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The total emploTOient in the MSMEs sector in the 
countiy as per tlie Final Report of the Fourtli Census 
of MSMEs 2006-07: Registered Sector, was 93.09 
lakli persons. As per the estimates compiled for the 
year 2010-11, it was 732.17 hikli persons. 67.10% 
of the enterprises in the registered MSME s sector 
were engaged in manufacturing,whereas 16.78% of 
die enterprises were engaged in die sendees acti\'ities. 
The remaining 16.13% of the enterprises were 



engaged in repiiiring iind miiinteiiiince MSMEs being 
predominiuitly (94.94 %) micro in size, naturally, 
90.08% of them iU"e proprietaiy enterprises. Table 
2.3 shows die disti ibution of OTOiership pattern of die 
registered firms as evidenced in die national census. 
Table 2.4 shows the main source of power used and 
Table 2.5 the recorded output of these units. 

Table 2.6 exhibits the fiiijuicial sources used. It is 
interesting to note that more tiiaii 87% of the units. 
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PRODUCTS OF MSMEs 
More than 6000 products 



Machinery & 
Equipment n.e.c 

4.66% 



Other Non-iVletaiiic 
IVIineral Products 
3.77% I 



Repairs 
Maintenance of 
Motor Vehicles; 

Retail Sale of 
Automotive Fuel 
3.72% 






Wood & Wood 
Products 3.53% 




Repairs 
Maintenance of 

Personal & 
Household Goods; 



8.46% 



e 






Fabricated Metal 
Products 8.96% 



Wearing Apparel 

13.67% 



■ Food Products & 
^averages 14.26% 



Source : Foiirdi All India Census of MSMEs, 2006-07 



presumably most of them micro, are operating witli 
tiieir own resources. 

In India, the second-order effects of tlie stimulus 
packages were \'isible by mid-201 1 . The government 
was forced to adopt austerity' measures in its Budget 
2012-13. The performance of Indiiin MSMEs was 
dull in the last financial year on account of the 
Resen'e Bank of India's tight monetary policy, 
high costs of raw materials, commodity' prices and 
interest rates. According to a recent assessment by 
the CRISIL, the performance of the SMEs varied 
widely depending upon the sector-specific (haijunics. 
Broadly, commodity' prices and interest rates had an 
impact on the finiincials across the MSME sector. 
While prices of many commodities continued to 
reniiiin high during 20 1 1 (in line with tire inflationiuy 
scene witnessed in the economy), the siuiie affected 
their turnover as well as profitability. SMEs involved 
in the business of such commodities reported 
significant growth in their turnover on the back of 
rising prices. At the siime time, profitability' of many 
MSMEs was negatively affected due to increase in 
raw material costs coupled with their limited ability 
to pass on the siune to the customers. Increasing 
raw materiiil costs idso meiuit that the working capital 
recjuirements of MSMEs went up due to need for 
purchase iind storage of inventory at higher prices. 



This resulted in increase in the incremental working 
capital borrowings of nijuiy firms. 

The tight Monetiuy Policy of the RBI, meant for 
containing inflation, has led to higher interest rates. 
This, coupled with tire need to fund incremental 
working capital requirements, led to higher interest 
costs of MSMEs. Net profit margins of SMEs were 
tlius severely iiftected during 201 1 iuid 2012. Entities 
which supported their funding needs through owii 
resources in the form of infusion of ecjuity capital 
iuid/or unsecured loans from promoters miinaged to 
keep their biuik borrowings at lower levels, thereby 
incurring lower interest costs \'is-a -\'is others who 
resorted to biuik borrowings. Such entities were 
viewed favourably from the ratings perspective by 
rating agencies. 

According to the CRISIL study, over 70% of tire 
MSMEs belonging to the MSME space ended up 
getting a sub-investment grade rating on the BLR 
scale. This priniiirily reflects die relatively weiikened 
balance sheets of SMEs, their bek)w average business 
risk i)rofile and high degree of exposure to industry 
iuid macro-economic risks compiu'ed to the large 
corporates. However, desendng MSMEs got better 
ratings on the BLR scide. 

The Resen'e Biuik of India decided to enhance the 
! Export Credit Refiniince (ECR) limit to .50 per cent 
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Sector-wise MSMEs 




Micro 
94.94% 



Small 

4,89% 



Medium 

0,17% 



Activity-wise MSMEs 



Repairing & 
16.13% 
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Table 2.1: MSME Performance in India (2001-1 1) 



Total Working 
MSMEs 
(Lakh nos) 



Empk)yment 
(Lakh persons) 



Fixed 
Livestinent 



2001-02 



2002-03 



2003-04 



2004-0,5 



200,5-06 



2006-07 



2007-08 



2008-09 



2009-10* 



2010-11# 




Production 
(Current Prices) 
Crore Rupees 



2,82,270 

(8.03) 

3148,50 

(11. .54) 
3,64„547 

(1,5.78) 
4,29,796 

(17.90) 
4,97,842 

(15.83) 
7,09,398 

(42.49) 
7,90,7,59 

(11.47) 
8,80,80,5 

(11.39) 
9,82,919 

(11. .59) 
109,57,58 

(11.48) 



Exports 
(Crore 
Rupees) 



71,244 

(2.07) 

86013 

(20.73) 

97,644 

(13.,52) 

1,24,417 
(27.42) 

1,50,242 
(20.76) 

1,82„538 
(21.50) 

2,02,017 
(10.67) 

|n.a. 



N. A. 



N. A. 



Source : Ministij of MSME , Annual Report 2012 

Note: The figures in bnickets show die percentnge gixmtli over die pre\ious yem: The data for die period 
up to 2005-06 is Small Scale Industiies (SSI). Subsequent to 2005-06, data mdi reference to Micro, Small 
and Medium Enterprises are being compiled. The gicmtli for the year 2010-11 is based on die average 
grondi rate lor die pre\ious diree yaws. * : Pixnisiomd, # : Projected, N. A. : Not Available. 
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Table 2.2. Comparative Growth and Contribution 



' Yeiir 


Growth Rates (%) 


Contribution of MSEs (%) at 1999-2000 
prices in 




SSI Sector (2001- 
02 base IIP) 


Over all Industrial 
Sector 


Total industriiil 
Production 


Gross Domestic 
Product (GDP) 


2004-2005 


10.88 


8.40 


38.62 


5.84 


2005-2006 J 


^1 12.32 


1 8.00 


^8!56^^| 


^ 5.83 


2006-2007 


12.60 


11.90 


45.62 


7.20 


2007-2008 " 


13.00* 


8.70 


45.24 


8.00 


2008-2009 


* * 


3.20 


44.86 


8.72 


2009-2010 




1 10.50 






2010-2011 


* * 


7.80 


* * 


* * 



V y 

Source- M/o Statistics iind PI website- littp://mMv.mospi.nic.in 
Note: Projected, IIP - Index of Industrial Production. 

Due to revised definition of MSMEs Sector, methodologiciil re\'isions have been made. 



Table 2.3. Distribution of MSME Ownership 



Numbers in Lakh % 



Tyi)e of Orgiuiization 



Proprietaiy 14.09 

Partnership 0.63 

P\'t. Compiuiy 0.43 

Pub. Ltd. Company 0.08 

Co-operatives 0.05 

Others 0.36 

TOTAL 15.64 

Women Enterprises 2.15 



ol the outstanding rupee export credit for banks, 
from 15 per cent, a move that will inject Rs 30,000 
crore into the system. In order to further augment 
liquidity' and encourage banks to increase credit 
flow to the export sector, the RBI has increased the 
limit of export credit refinance from 15 percent of 
outstiuiding export credit of banks to 50 percent, 
which will potentiiilly enhance licjuidit)' of over 300 
billion, ecjuiviilent to about 50 basis points reduction 
in tire CRR. This is expected to help the biuiks to 



90.08 

4.01 

2.78 

0.54 

0.30 

2.30 
100.00 
13.72 

J 

replenish the funds eiimwked for the MSME export 
sector iuid ensure tliat funds are easily available to 
the sector in adecjuate measure. 

S.O.Under the Shadow of a Slow down 

Against the background of the global economic 
crisis, the ISED Sniiill Enterprise Obsen'atoiT, in 
its latest Report entitled, IndiaMSME Report 2012, 
has reported a significiuit slowdown in the countrj^'s 
MSME sector. 
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Table 2.4. MSME and Power Supply Sources 



^ Power Used 


No. (I ;ikli) 


(%) 




No Power Needed 


3.79 


24.25 




Coal 


0.2,5 


1.59 




Oil 


0..53 


3.40 




LPG/CNG 


0.07 


0.42 




Electricity 


10.49 


67.07 




Others 


0.51 


3.28 


J 


Table 2.5. Gross Output 


Tyjje of Entreprise 


Gross Value of Production 
(Rs. Crore) 


% 




Micro Enterprises 


3,12,973 


44.24 




Small Enterprises 


3,18,794 


45.06 




Medium Enterprises 


7.5,743 


10.71 




Gross Out{)ut 

V 


7,07,510 


100.00 


J 


Table 2.6. Sources of Finance 


Source of Fiiiiuice: 


Nos aviiiling finiuice 
(Lakli) 


% 




No Finance/ Self Finance 


13.64 


87.23 




Finance through Institutional S 


ource 1.70 


10.87 




Finance through Non-Institutionid Source 0.16 


1.05 




Finance through Both Institutional and 






Non-Institutioiiiil Sources 

V 


0.13 


0.84 


J 



The present globiil economic crisis idso imjjacted on 
countries already facing major economic problems 
prior to its onset, and in particukir, a number of 
countries were lacing major problems in their 
manufacturing sectors - poor infrastructure, high 
import dependence, shortages of skilled labour, 
lack of competitiveness and limited indigenous 
technological capabilities, for example. SMEs 
appeiu" to have been hiu'dest hit by the fiill in credit 
availability. The macroeconomic impact of the 
crisis on the manufacturing sector is of significiuice 
because of tlie impact on prices (tlie interest rate, die 



nomiiiid jmd real exchange rate, imd the real wage 
rate), die narrowing of i)olicy space in a liberalized 
economy (die i)olicy trileiiiiiia), and die need for 
new regulatoiy structures iuid institutions. 

What does it all mean to the challenges and 
prospects of MSMEs India? While innovation 
is considered an imperative, and that SMEs iue 
told to be increasingly innovative, to what extent 
is the objective setting in India ripe for such a 
ti ansformation? An answer to these questions needs 
to be attempted agiiinst the more recent experience 
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in die economy and in relation to how the SMEs are 
placed in such a dispensation. The yeiu" ,2012 was 
characterised by some major developments. These 
major developments in the economy obviously 
have serious implications on the performance and 
prospects of MSMEs. 

Does MSMEs in India face a crisis situation today? 
There are differences of opinion. One point of view 
is that, in a relative sense, tliey do not face major 
problems. Another, but contrary, point of view 
is tliat they face serious problems. Differences in 
perspectives underlie these iirguments. However, 
one thing is sure: There has been an enhanced 
pressure on MSMEs to remain alert and to be 
constantly innovative. 

8. 1 . Dimensions of the Crisis 

The key dimensions of SME recession often 
described are: (1) demiuid recession; iuid 2) finimciiil 
crunch. Demand recession arises from two angles: 
1) dirough the vidue chiun that emerges through the 
export market; and 2) the second-order effect of an 
ovendl contraction in economic acti\'it>'. In both the 
cases, there is an enhanced tendency for delayed 
payments, which in turn, aggravates the working 
capitid problems of SMEs. A finiuiciid crunch arises 
when banks become risk-averse. The cjuestion as 
to the so-called globed crisis and its impact on the 
Indian economy is a key analytical question. But 
of much greater importiince to the compass of our 
discussion, apiut from attempts at measurement, is 
how the MSMEs iire performing in a relative sense. 
This may be exandned in terms ol bvo aspects: 1) 
foreign trade volatility'; and b) structural problems. 

8.2. Foreign Trade Volatility 

The overall impact of the global slowdown, as 
in 2012, may be adverse as, this time, both the 
emerging and developed economies have been 
affected. The Indian exporters had diversified 
tiieir businesses to the emerging economies when 
there was a crisis in the key global markets such 
as the US and EU. However, the trend is towards 
a slowdown in the importing emerging economies 
as well. Therefore, industiy associations like FIEO 
have demanded the Government to revamp its 
policies including the Focus Miuket Scheme and 



the Market Linked Focus Scheme to enhance the 
portfolio in the countries where the potentiid is still 
strong. Other countiies set a better exjunple when 
it comes to supporting the SME export sector. In 
India the totid budget for market development is 
merely Rs 200 crore. The FIEO has deniiuided 
that the Department of Commerce should fnune a 
scheme with a corpus of 0.5% of the total exports 
so that there is sufficient fund to j^nndde marketing 
support to SME exporters. 

8.3. Threatening Imports 

India has followed a long period of import 
substitution policy since Independence. However, 
with the lifting of Quantitative Restrictions, India 
entered into iui era ol enhiuiced exposure to imports. 
Unlike the highly protected market of the past, a 
large number of imported products are available 
in tiie Indian market today. The discussion in the 
following pages examines how the enhancement 
in imi)orts have imjjacted the various domestic 
subsectors. However, from the point of view of 
analysis and policy, it is important to categorise 
these subsectors according to some broad patterns 
observed. Three broad patterns iu e obsen'able in the 
iirea of imports: 1) advantage imports; 2) engineered 
imports; iuid 3) sandwich imports. 

8.3.1 Advantage Imports 

Advantage imports are those imports that have 
helped to tame the domestic niiu'ket in such a way 
as to compel domestic industiy to innovate and/ or 
broad- base dieir activities. Such imports cjm be direct 
SME products, or products of the large sector which 
helps to create backward linkages. Automobiles 
and telecom iire two key sectors which have helped 
to midie a significant impact on ancillarisation iuid 
innovation in the MSME sector. 

8.3.2. Engineered Imports 

This categorA' of imports ;ue, diose imports that take 
place essentiidly due to unethical practices of die 
domestic businessmen themselves. Such imports 
happen largely where exports of fiiiid products iuid 
imports of components coexist. Bicycle industry in 
Ludhiaiia is an interesting case. One of the traditiomd 
exporting industry, bicycle industry is now facing a 
serious tiireat because of the irrational import of 
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SME Exports Decline 

Some prominent industriid sectors dominated by SMEs registered a strong decline in exports 
as per reports aviiilable in April 2012. According to foreign ti'ade data released by the Ministry 
of Commerce & Industry, there was a stiong fall in exports of some SME- dominated sectors 
such as gems & jewelleiy and ready-made garments. The gems iuid jewelleiy sector has seen 
the sharpest decline, with 2,5.7% contraction in internationjil shipment in the month, followed 
by readTOiade giuments that saw 9% slip in exports in the sjune period. The leather sector 
iilso witnessed muted demand during April, growing at the 3.2% pace, while exports Irom 
electronics and plastic sector posted just 5.4% and 2.7% growth. The economic crisis in major 
markets — the US iuid Europe — is hitting India's exports. Both these niiirkets account for 
about one— third ol countiy's total shipments. The in the countiy's merchandise exports, which 
grew by as much as 82 per cent in July 201 1, ciuiie dowi to 3.2 per cent in April 2012 due to 
the demand slowdown. 

Source: Government of India, Ollke ol the Directorate General ot Foreign Trade 



all types of low- quality bicycles and components. 
More thim the threat from the Chinese market, it is 
the unethiciil practices of local manufacturers that 
have led to the bnmd decline ol the industiy. This 
category ol imports ju e generally found in the border 
stiites of the country'. 

8.3.3. Jammer Imports 

Major policy distortions at home also leads to 
indiscriminate imports that m e damaging to die locid 
industry.Indiscriminate domestic and trade policy 
lead to the crijjpling of a dynamic lociil industiy. 
Such imports can be termed as jammer inijjorts'. 
Under this categoiy, the huge and 

medium units as well as unorgiuiised sector coexist, 
and simply as a sundval strategy,', sniiiller units me 
forced to engage in unediical practices. An interesting 
case is that of the storage batteries industiy. The 
industry consists of tvvo segments - automotive and 
industrial. The major players in this industiy include 
Exide Industries, Aiiiara Raja Industries, Anico and 
Tudor India. With relaxation of import duties and 
die recent removed of quantitative restrictions, small 
and medium Indiiui companies are facing the threat 
of cheaper imports. 

The size of the Indiiui battery market is estimated 
close to Rs 2100 crores. The telecom segment is 
the ku'gest consumer of industriid batteries followed 
by die ndlways. The power and UPS industries m e 



other key user segments. The automotive battery 
business is estimated at around Rs 1200 crores, 
including OE (origin^d ecjuipment) and idter-niarket 
or replacement market segments. The OE market 
is around 1.2 million units and the replacement 
market is iiround 5 million units per iumum. The 
unorganized sector comprises the small-scale 
assemblers iuid rebuilders; it is currently estimated 
to have a shiire of iiround 60-6,5% of the replacement 
niiirket. This sector largely dominates die ti'actor mid 
commerciid vehicle segments although in some iireas 
of die countiy they have a significant presence in the 
cm- iuid niulti-utilit\' segments too. 

Last year there was an increase in imports from 
countries like China, Japan, Korea ;md Bangladesh 
(3.6 nidlion units and 1.9 million units ol automobile 
iuid industrial batteries respectively). These batteries 
have a price advantage over batteries manufactured 
in India as they escape the heavy duty on lead iuid 
otlier raw materiid like separators and plastic in 
India. 

ARBL, a medium-scide company, being a member 
of Indian Battery Manufacturers Association 
(IBMA) filed an Anti Dumping petition for uniform 
pricing against imports from these countries. An 
interim order has been passed against imports from 
Korea, China iuid Japiui. Bangladesh, however has 
appealed for a de-minimus status, which is under 
investigation. 
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8.4. Structural Problems 

The MSME crisis in India is more structured tlian 
export-led. Therefore, tire crisis is more subdued 
than explicit. A discussion on these subdued 
aspects is vitid from the point of \'iew of analysis 
and policy. 

Some of the recent studies, as also field research 
by the MSMER Research Team have indicated 
important impacts on the cost side by MSMEs. 
According to a study by CRISIL, the premier 
rating agency, covering 3000 MSMEs, a one per 
cent decline in cost can boost MSMEs profitiibility 
by 12.5 per cent. Given that the raw material cost 
accounts for about 70 ])er cent of the ovendl cost 
of manufacturing for the MSMEs, iuiy positive or 
adverse movement of raw materiid prices has a major 
impact on their ovendl profitability. 

The SMEs operating in engineering, capitid goods, 
textiles and chemical industries are most sensitive to 
movement in raw material prices. According to this 
study, the sector could expect decline in raw material 
prices in the near future. According to Crisil, i)rices 
ol key commodities, such as steel, cotton, chemicids, 
plastics and rubber, which constitute a major portion 
of the SMEs" cost structure, will decline in 2012. 

Cotton and rubber prices are expected to move 
down by around 20 per cent and 9 per cent 
respectively. Similarly, prices of other raw materiids 
such as plastic, flat steel and commodity' chemicids, 
are expected to decline by 3 to 6 per cent. The 
recent decline in commoditN^ prices, could ease cost 
pressures on SMEs. Another key item in the cost 
of credit .It remains exceptionally high in India, 
compared to many other countries. Additionally, 
with the Reserve Bank of India lowering interest 
rates, SMEs could also iuiticipate easier access to 
funds at lower cost of borrowing in 20 1 2, tlijm in 
tlie pre\'ious yeiu". 

The second-order effects of the above macro 
dimensions are as follows: Credit availabilit\' has 
come dorai. A rise in key policy rates (Repo and 
Reverse Repo) by RBI in order to conti'ol the inflation 
has made loiuis costlier. This has affected the credit 
avidlable to enterprises for running theiroperations. 
Rise in interest rates has also severelyimpacted 



Indian MSME sector, as the loans have become 
dearer to them by 3.5% in last 20 months, thereby 
impacting their input costs and profits. The euro 
crisis has added to the volatility' ol globid fniimcial 
markets, which in turn has impacted the Indian 
financial markets too. High rates of inflation have 
led to increase in interest rates by the Centnd Biink 
several times. Further, volatilitN^ in the international 
markets have led to high bouts of risk aversion by 
the investors and they have res5)onded by investing 
in relatively safer bullion market thus increasing the 
price of gold and silver, thereby pusliing die inflation 
rate still higher. This has increased the cost for these 
sniidl enterprises in turn affecting their prolitabilitA'. 
Our examination need to be specific on die services 
sector on die one hand, and the manufacturing sector 
on the odier. 

8.5. Services Sector 

The impact on the Country's services sector SMEs 
Ciui be discussed in terms of: (a) exports; (b) capital 
flows; (c) depreciation of the rupee; iuid (d) niiuket 
volatility. 

There has been a slowdown in demand Ironi 
Europe - a niiu'ket that consumes 27% of emerging 
economies' exports. Further Euro has got devalued 
more dian 20% agidnst doUiU" since November 2009, 
thereby reducing the profitability of exporting to the 
European market. European Union accounts for 
20.2% of India's exports juid the US, for another 
10.9%. The slowdown in these two markets that 
account for almost one third of India's exports, has 
led to the drop in export revenue of India's sendees 
SMEs. Low policy interest rates m e being niidntidned 
by the Euroi)eim Centnd Bank because of the Euro 
crisis. Siniihuiy, low rates injapiui juid United Stiites, 
combined with low giowth in Europe, have led to 
capitid inflows in India iuid other emerging markets, 
leading to inflationaiy pressures. While, for the 
MSMEs, costs of inputs have gone up, they find it 
difficult to ndse the prices of outf)ut. This has led to 
an erosion of their profitability, in relation to larger 
units. Slow growth in Europe has led to subsecjuent 
depreciation of Euro against die US dolku". Investors, 
rather thiui betting on recovery of Eurozone, found 
Side haven in US dolku" which enabled US dolkir 
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to appreciate as compared to other currencies. 
Declining exports, coupled with rising prices of 
crude oil, created are upward pressure on Indian 
rupee which, in turn, depreciated with respect 
to US dollar. Inchan services SMEs engaged in 
pro\'iding sendees to their overseas clients, and who 
had hedged against tlie dollar at a lower value, have 
witnessed a reduction in tlreir profits. 

8.6. Second -Order Effects 

Banks, in India, have been generally risk- averse 
in forwarding credit to Indian sendee sector SMEs 
as the former have found these businesses to be 
less credible diiui the manufacturing units. Wlrile 
manufacturing in the country is facing a general 
slowdown, a contraction in credit flow to the services 
sector would only help to fuel the pace of the 
slowdoTOi in the economy. 

The global financial crisis, impacts unevenly on 
industries, countries, regions jmd firms. Therefore, 
there is neither just one way that the crisis affects 
the businesses, nor is there iury particular best way 
to adapt to crisis situation that are applicable to all 
businesses. Under such uncertain circumstances, 
there is no particular strategy that can guarantee 
sundval or success. Much of it depends on factors 
like business resources iuid relations wdth business 
stakeholders - partners, competitors, customers, 
suppliers, government and others. This leads 
us to the vitality of extending support for firm 
-level solutions. However, the track of business 
development sendees (BDS) in India need much 
greater improvements. Reforms at the institutional 



iuid policy levels need much closer examination, iuid 
this should lead to a 'National Manufacturing Policy 
for the MSME sector'. 

9.0. Hexagonal Crisis 

Following its iuiiilysis of the slowdown in the MSME 
sector, the ised Smiifl Enterprise Observatory reports 
a hexagoniil crisis in the MSME economy of the 
country'. Wliat iu'e the im5)lications for Gujarat? A 
discussion on this \dtiil asi)ect is important. 

The above discussion lead us to the conclusion that 
the performiuice track of the above subsectors have 
been influenced by a variety,' of complex factors. 
From the point of \dew of anjifysis and i)olicy, it is 
important to categorize these factors. Besides, it 
is importiuit to exiunine the MSME impacts in a 
compju ative setting, both vertically and horizontally. 
This is not simply in terms of the usuiil economic 
viudables that explain a crisis situation. Beyond that, 
we attempt to explain the situation in terms of six 
long-run effects on the sector. They are : 1). policy 
effect; 2). demonstration effect; 3). trade effect; 4). 
pkmning effect; 5) entiepreneurship effect; and 6). 
cultunil effect. 

7.7. Policy Effect 

Impacted by the high interest rates scenario and 
lack- lustre growth in industrial outi)ut, India's real 
GDP growth decelerated shiu^jly from 8.5% in 2010- 
11 to 6.5% in 2011-12. The dovwiward re\dsion in 
the GDP gi'OMth rate is mainly on account of lower 
performance in 'manufacturing' iind 'trade, hotels, 
transport and communication' than anticipated. 



MSME Crisis: Turning Partial to Full ? 

A slowdowi in the miuiufacturing iind sendees sectors has been the recent experience. Due 
to die contraction in the European iuid tlie US miu'kets, the demand of goods iuid sendees 
from the emerging markets has fallen considerably. Indian SMEs operating in tliese sectors 
have got severely impacted due to this slowdoTOi, coupled with high inflationary pressures 
that increased the cost of raw mateidids iuid other input costs. The inflationiuy pressures have 
forced die manufacturers iuid sendee pro\dders to pass on die cost of price rise on the end- 
consumers, thereby increasing the cost of die final product. Indiiui SMEs especially ju e losing 
their competitiveness to their kuger counterparts due to high price of final products. Further, 
the slowdown in manufacturing activities has further affected the sendees sector SMEs who 
depend on manufacturing sector for their business acti\dties. 
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The real GDP declined to ,5.3% in the lourth 
quarter of 2011-12, as compiired with 9.2% in the 
corresponding period last year. The real GDP 
growth is estimated at 1.7% in agriculture, 2.9% in 
industiy, 4.8% in construction iuid 7.8% in sendees 
sector. The economic activities which grew robust 
are trade, hotels, transport and communication 
(7%), finiuicing, insurance, real estate iuid business 
sendees (10%) and communitA', social iuid personal 
sendees (7.1%). 

The slowing down of GDP growth, which is a 
matter of concern, is mainly driven by the slack 
in manufacturing and mining activities. The 
major impediment to tliis sector, as identified by 
entrei)reneurs, both at the level of India MSME 
Diu shan 201 1, as also during field research by the 
MSMER Teiuii, has been: 1 ) tlie spinil in input costs; 
2) high cost of finjuice, 3) escidating energy costs; and 
4) booming wage costs. 

Stagflation is the latest experience of the Indian 
economy. The high inflationary situation in the 
country explains tlie ovenill rise in input costs. Wliile 
viirious steps have been initiated by the Government 
and RBI in order to iUTest inflation, this has not 
been matched by a discretionary approach that 
helps to reduce ovenill input costs. The government 
delivery channels iire often ineffective. While on the 
cluster mode, there are opportunities of improving 
the situation, these efforts jue more partial than 
integrated. 

In the credit market, the tnmsactions cost of credit 
still remains relatively high. This is not so in many 
other countries. A substantial body of research 
has conclusively established that the MSMEs face 



severe bank credit constraints, forcing them to rely 
on non-market financing, especially trade credit. 
However, non-market financing typically involves 
higher tnmsaction costs as well as interest costs than 
bank finjuice. Delay in realization of receivables is a 
key challenge faced by the MSMEs. Credit-related 
grievance redressal mechiuiisms have not improved 
(in UK,for example, there is a transparent redressal 
mechanism). Institutional mechanisms to reduce 
the risk perception of MSME credit is yet to be 
improved a lot. 

An appropriate energy solution is something which 
the MSME sector need to address bodr at micro imd 
macro levels. Supply of electricity' was erratic in most 
ol the subsectors exiuiiined by us. Use of electricity 
per capita remains still low in the MSME sector. 
Clean energy as a 'responsible business agenda' is yet 
to pick up. Donors iue more interested in developing 
a trade-related 'responsible business agenda, rather 
thiui i)utting fonviu'd a sector-specific approach. 

Escalating cost of labour is still a thorny issue. 
Flagship programmes such as NREGA have created 
much hiu'm thiui good to the MSME sector. Besides, 
migrant labour which is traditionally a source of 
labour supply to MSMEs, have been scattered iuid 
got diverted to other sectors which offer high wages 
iuid benefits. 

NREGA , tiie flagship job scheme of the country 
has contributed to an escalation in the cost and 
availability of labour. A study by the Institute of 
Social and Economic Change, Bangalore, based 
on field reseiuxh in various districts of Karnataka, 
indicate that farm production costs have gone up by 
about 20%. Daily wages of the farm sector have shot 



India's Manufacturing Model in Trouble 



India's Miuiuf acturing model i)ursuel by the country since the beginning of tire Pkmning era, has 
some unique features. The so-cidled Nehru Mahakmobis model has resulted in the growth of a 
strong manufacturing base, wherin MSMEs had a proud of place. While in the last quarter of 
1980s, the top 20 of the corporate sector were manufacturing compiuiies. Major restructuring 
happened in the 1990s; Of the top 20 slipped out to sendees sector by year 2000. MSME 
arcdlarisation and linkages also declined drastically. This implies serious consecjuencess on 
India's unicjue manufacturing model where MSMEs have a key role. There is need for iin 
MSME - specific National Manufacturing Policy. 
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up by .50 per cent. Wliile in India, supply of labour in 
tlie MSMEs is linked with the cost and availabilit\' of 
labour in the farm sector, iui increased opi)ortunity 
offered by the agricultural sector in terms of wages 
and working days, has a tendency to escalate wages in 
general. Besides, labour in die MSMEs being hu'gely 
migratory in nature, an increase in rural wage rate 
would imply a backwash effect of runil pegging and 
decline in the supply of labour for MSMEs. 

Regionally, a higher cost of labour in some regions 
is one of the reasons for the shifting of industries in 
Nortliern India. For instiuice, Punjab has traditioniiHy 
been a high wage ishmd ,drawing migrant labour 
from Bihar and Orissa. The recent tiend, however, 
has been die reverse. The move may indeed prove 
to be a problem for Punjab, which has already been 
rattled by top textile units setting up new plants in 
Madhya Pradesh where cheap land availability, cheap 
labour, iuid host of incentives have lured many units. 
Pharmaceutical MSMEs have been increasingly 
migrating to Hiniaclial Pradesh in order to avail of 
speciiil concessions .More receiidy, textile units have 
stiirted mcndng to Madhya Pradesh, followed by the 
turn of bicycle industry that is shifting to Biliiir now. 
Big players in cycle iiidustr\' ju e nicndng out to Bihar 
from Punjab in order to avail of a host of benefits 
offered by the BiliiU" government ; Bihar is i)huining 
to procure 12 hikli cycles from niiuiufacturers for the 
current year itself, under die Bihar Chief Minister's 
Balik-Balika Yozana. 

Against the recent experience of a slow down in 
the Indian economy, the government should focus 
on structural 5)roblenis like, easing supply side 
constraints to tackle the price pressures, financing 
of infrastructure expenditure, lowering die costs of 
doing business, simplification of the tax sti'ucture, 
improving social sector outcomes, and achieving 
fiscal consolidation. Speedy clearances, CLUs, 
NOC/Consents for Green Category Industries etc, 
automatic clearances for MSEs etc. should be steps 
in the right direction. 

9.2. Demonstration- induced Crisis 

'Demonstration- induced crisis' implies the 
demonstration effect that brings in a crisis into the 
system. A positive demonstration brings in crisis, iuid 



a negative demonstration brings in the obverse of 
that. It is a general principle that, tlie worst crisis in 
a situation of economic slowdown is the confidence 
crisis. The emerging perception that the return on 
MSME manufacturing activities is doubtful, has 
brought in two types of negative consecjueiices. On 
the one hand, a large number of manufacturing 
enti'epreiieurs turn to sendee acti\'ities. On the other 
liiuid, the opportunities of self -employment turning 
into entrepreneurship, has been critically iiffected 
by a 'self-employment crisis', as reported by NSSO 
66tli round. 

Demonstrating best practices is the only solution. 
This can liapi)en both at the niicro-nieso levels, iind 
at the macro level. At the micro- nieso levels, best 
practices need to be highlighted and rewarded. At 
the macro level, there need to be a concrete policy of 
promoting communication among the various stiike 
holders. This denijuids, innovative methodologies 
that suit a particular context. This has been the 
exiunple set by the India MSME Communication 
Prognunme. 

7. 3. Trade -induced Crisis 

Trade, in the MSME context, has increasingly been 
in crisis today. Wliile there have been increased 
import of goods from China , Biuigladesh and other 
neighbouring countries into India which pose a 
serious threat to MSME products of the countiy, 
tlie export promotion dr ive got some serious setback 
due to the current global crisis. The discussion in the 
pre\'ious pages indicate that, the major MSME sub 
sectors of die economy have been facing significant 
setback. 

On the policy side, export promotion from the 
MSME sector does not happen at a desirable level. 
The task is esseritiiilly with the Export Promotion 
Councils today. The role of the viuious Commodity 
Boards is limited. The Focus of the Ministry of 
Commerce iuid Industry, on Focus Markets and 
Focus Products as str'ategies, do not reach MSMEs 
at the grass root level. Institutions such as tiie ECGC, 
iuid the EXIM Bank, need to reorient themselves 
in terms of backward and foi'ward linkages of their 
functional constituency. 
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7.4 Planning Crisis 

The era of libenilization in India has brought the 
MSMEs into a piU'adigm set by the forces of tire 
market. Tfie regnlatoiy role of the government has 
come down. However, though not intentionally, a 
vacuum has been created in the policy space. If not 
regulatory, what is the role of the government? The 
facilitatoiy role of government often lacks chu'it)' at 
tlie national level. 

As a consequence, the government practically 
remains inactive, where the market forces create 
havoc on the interests of the MSME sector. The 
imperative in this context is to define the functional 
role of the government. Wliile in the Indian federal 
system, MSME is essentially a state subject, though 
the Government of India has various regulatory 
and developmental measures in its kitt\'. In the 
growth agenda of the country, die focus of the State 
Government is to attract investments from outside, 
and more specificiilly FDI. The assumption is that, 
capitiil is tlie problem, and once investments tiike 
place, growth happens, leading to automatic social 
and economic linkage effects. This is a fallacy of 
tliought. It is a fact that in most of the Investor Meets 
orgiuiized by the State Governments, the focus is on 
some of the high- growth sectors, whereas MSMEs 
are considered and discussed as a generic, but less 
importiuit category. This low priority,' that is given 
to MSMEs is reflected in the Five Year Pkms of the 
States as well. While the State Governments often 
do not have an MSME Plan, the purpose of the 
MSME component of the Annual iuid Five Year 
Plans is notliing but as an instmment to tap the funds 
involved in tlie Centnilly sponsored Schemes. 

7.5 Entrepreneurship Crisis 

The focus on entrepreneurship should be an 
instrument to bring in st;u t- up businesses that decides 
the \'ibnmcy of the MSME sector. Wliile the focus of 
public policy in nijuiy of the crisis-affected countries 
is to promote stiirt- ups, in die Indian context tlus has 
not gained significiuit priority. The focus of public 
policy, instead, has been on strategies in terms of 
the initiatives of Entrepreneurship Development 
institutions. However, the focus of these institutions 
has essentially been on (juiintities and much less on 
qualitA^ An 'inclusive entrepreneurship' strateg\', as 



advocated by the UNIDO can be a meaningful step 
in this regard. 

7.6 Cultural Crisis 

A country having a legacy of entrepreneurial 
communities, India has been facing a serious cultural 
crisis relating to entrepreneurship and MSMEs. 
Within the monolithic Indian Government, despite 
viu'ious policy pronouncements, MSMEs is still not a 
subject of priority,'. That expkiins why the subject of 
MSMEs is scattered over about six Ministries, iuid 
that the Ministiy of MSME is still not able to assert 
its position iuid hegemony. That again explains die 
debilities of an entrepreneurship movement in the 
country. India does have a significantly assertive 
MSME leadership that can influence 5)ublic policy 
on its own interest. Natiinilly, it expkiins the lack 
of a significant advocacy platform that may help 
the policy process in the country. While public 
policy has been influenced and shaped, either by 
benevolence or by advocacy initiatives, or both, in 
the Indian context, both tiiese influences have been 
found to be weak. The situation is (juite different 
at least in a couple of countries like Soutii Korea, 
Indonesia, China and South Af rica. 

The growth experience of the past one decade has 
seemingly created an illusion in policy circles. It is 
natural that a growing economy creates illusions in 
the minds of the people. But public policy need to 
have discrete understanding of the causatives of the 
growth stoiy. India's growth stoiy has been woven 
around its significant manufacturing base, which 
unlike the rest of die world, has been significiuitly 
contributed by the \'ibnmcy and dynamism of its 
MSME sector. However, tiiis reiilit\' was not properly 
appreciated while chalking 

out the MSME policy in die countr\'. Stepping up of 
investment in die sector has not received die attention 
it desen'es. Wliile crisis mitigation packages in niiuiy 
other countries involved creation of SME- specific 
infrastructure, this has not happened significantly in 
the Indian context. 

8.0. Beyond 2013 

It is, undoubtedly, important to be futuristic on 
micro, small iuid medium enterprises, as they shape 



the lives of millions of people in India; so too in 
GujiU'at.Given the shape of things emerging as above, 
it is importiuit to look beyond the developments 
in die macro economy and of public policy at the 
national level.The political economy of federalism 
is getting sti'onger in the Indian context, demanding 
a closer look at tire policies iuid strategies at the 
State level. It is in this context that the Gujarat story 
of MSME development become interesting to the 
amateurs jmd professionals alike. 
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1 .0. Gujarat: The Economy and Society 

The stow of MSMEs in Gujarat is not stiuid-iilone. 
It is pjut of tlie veiy history and culture of tlie State. 
Witli just over 60 million people, Gujiirat accounts 
for 4.93% of India's population. 2011 Census 
recorded a 19.7% growth in the States over the 
decade, registering a density of 308, sex ratio of 918 
and Literacy rate of 79.3 (M 87.2, F 70.70). The 
State constitutes 6.2% of tire size of the country. The 
level of urbanization is 37.4%. In terms of Human 
Development Index, it is ranked as eleventli in the 
CountiT, HDI being 0.,527.Pro\'iding livelihoods to 
the millions of people of the State demiuid, beyond 
short-cuts, the hard path of enterprise. Gujarat's 
unicjueness lies in the right realization at the right 
time. 

GujiU'at is India's seventii hugest State in terms of 
geographiciil area with 19,60,924 scj.kms accounting 
for 6.19% of total geographical area. As per 
2011 census (Prov.) the i)opulation of the State 
is 6.03crore persons. The State has 26 districts 
and 225 talukas and 18,584 \'illages. The literacy 
rate m the state is74.37% (All India 64.84%). The 
percentage of BPL population in Gujarat is 16.8% 
(based on URPconsumption) as against the all- India 
percentage of 27.5%. The State falls under the 13tli 
Agro climatic zone which is further diwled into eight 
sub zones. It has the longest coastal line of 1600 km 
which is about 20% of the countiy's totiil coasted line. 
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Gross State Domestic Product (GSDP) at factor cost 
at constiuit (2004-05) prices in 2009-10 has been 
estimated at '3,31,633 crore as against '3,00,847 
crore in 2008-09, registering a growth of 10.2% 
during the year. Its contribution to the countiy's 
GDP during 2009-10 was7.38%. 

Gujiirat has tire longest coastline of 1 600 km. which is 
about 20% of countiy's tofcd coastiine. It'scontinental 
shelf area is 1.64 kikli scj. Km. (33% of countiy's 
I total) 

I There is wide variation in rainfall received by 
' different piirts of tlie State. The average nunf idlvaries 
from 329 mm in Kutch district to 2475 mm in Dangs 
district. The State has a workforce of 212.56 kikh 
(41.95% of population) comprising 170.25 lakh 
mainworkers and 42.31 lakh marginal workers 
(2001 census). The literacy rate in the State is 
69.14% (All India - 64.84%) National Human 
Development Report 2001 ranked tlie State at sixth 
place in Hunijui Developmentlndex. The incidence 
of povert\f in Gujarat is less than all India. The 
percentage of BPL population iiiGujarat is 14.07% 
as agidnst 26.60% for the Country as a whole (As 
per Planning CommissionReport 2001). Per Capita 
Income of the State during 2009-10 at cuiTent 5)rices 
was ' 63961 as agidnst '46492 fondl India. The total 
length of roads in the state was 74,038 km as at tire 
end of 2005-06. The total length ofndlway lines was 
5309 km out which broad gauge, meter gauge iind 
niirrow gauge was 3100 km, ,422 km and 787 km 
respectively. 
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Table: 3.1 . State Income of Gujarat: A Comparative View 





Particulius 


Gujarat 


India 


(%) Sfiare 


No. 








of Gujiirat 


Gross 


Domestic Product (GDP) -2009-10 










(i) At Current Prices (Rs. crore) 


429356 


6133230 


7.00 




(ii) At Constant Prices (2004-05) (Rs. crore) 


331633 


4493743 


7.38 


2 


ShiU'e of different sectors in GDP of tlie state 










(i) Priniiuy 


18.20 


14.60 






(ii) Secondary 


36.90 


28.10 






(iii) Tertiiuy 


44.90 


57.30 
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Per capita income (2009-10) 










(i) At Current Prices (' ) 


63961 


46492 






(ii) At Constant Prices (2004-0.5) (' ) 


49030 


33731 





Source : Government of Gujunit , Socio-economic Re\ie\v, 2010-11. 
2.0.lndustry Profile of Gujarat 



Gujarat lias registered an imjjressive industrial 
development since its fonnation as a sepju ate state in 
1 960. Tlie industrial sector at present comprises of 
over 1200 large industries iuid over 4,00,000 micro, 
small and medium industries. As per the results 
of the Annual Sun-ey of Industiy (ASI), 2009-10 
carried out by tlie Central Statistical Orgiuiization 
(CSO), Gujiuat accounts for 18% of fixed capital 
investment, 17.22% of gross output and 15.20% of 
net value added in industrial sector in India. This 
Suni'ey furtlier reinforced tlie position of Gujarat 
as die most industrially developed state in India in 
respect of first ranking in industriiil investment and 
second in terms ol value of i)roduction and viilue 
addition in industrial sector. 

Over the years, Gujiuat has diversified its industrial 
base substantially. In the year 1960-61, textiles 
and auxiliaries were die major contributors to the 
industriiil economy of tlie State. In the span of over 
52 yejus, by 2012, the industriid spectmm has been 
completely triuisformed iuid today 13 major industiy 
groups together account for 83% of factories, 94% 
of fixed capital investment, 93% of value of output 



iuid 93% of value addition in the state's industrial 
economy. In the recent years, refined petroleum 
products has emerged as one of the kirgest industiial 
groups lia\'ing 37% share, followed by chemicals 
having 14% sliiu'e. Other important groups are Basic 
Metals (8%), food ])roducts (7.14%), textiles (5%), 
machineiy and ecjuipment (3.36%), non-metallic 
minenil based products (2.8%), plastic iuid rubber 
products (1.81%), fabricated metal products (2.74%). 
The industries in Gujiirat produce a wide variety 
of products. The products which have substantial 
contribution relation to natioiiiil production include: 
Soda Ash ha\'ing 94% share, Sdt (80%), Processed 
Diamond (80%), Polyester Filament Yarn (63%), 
Caustic Soda (42%), Phos})hatic Fertilizers (37%), 
Sponge iron (35%), Textile Fabrics (34%), Refined 
Petroleum Products (33%), Nitrogenous Fertilizers 
(19.5%), Cement (10%) mid so on. 

Gujarat has also succeeded in widening its spatial 
industrial base. At ttie time of inception in 1960, 
industrial development was confined only to four 
major cities namely, Ahmedabad, Baroda, Surat 
and Rajkot and some isolated locations such as 
Mithapur and Valsad. Almost all the districts of 
die state have witnessed industiial development in 
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Annual Survey of Industries 2009-10, Highlights on Gujarat 

No. of Factories : India 158,877 
Tiunilnadu (16.9%) 



Gujarat 

Fixed Capital Share: 



Aiidhra Pradesh 



Employment Share: 



Andhra Pradesh 
Emoluments ShiU'e: 



Andhra Pradesh 



Gross Viilue Added: 



Mahiuashtra 
Andhra Pradesh 
(9.8%) 

Gujiirat 
Mahiuashtra 
Timrilnadu 
9.6% 

Timrilnadu 
Mahiuashtia 
Gujiirat 
(9.6%) 

Mahiirashtra 
Timrilnadu 
Gujiirat 
(7.3%) 

Mahiirashtra 
Gujiirat 
Tiunilnadu 
Andhra Pradesh 



(12.2%) 
(10.8%) 



17.7% 
14.6% 
9.8% 



(16.0%) 
(12.8%) 
(9.8%) 



(19.1%) 
(14.3 %) 
(10.6%) 



(19.6%) 
(13.9%) 
(10.9%) 
(7.3%) 



Source : Government of Gujarat , Socio-economic Review, 2010-11. 



van.dng degrees over time. Such a massive scale of 
industiiiil development has been possible on account 
of judicious exi)loitation of natural resources, such 
as minerals, oil and gas, marine, agriculture and 
animal wealth. The discovery of oil and gas in 
GujiU'at in the 60s played an important role in the 
setting up ol petroleum refineries, fertilizer plants 
and petrochemical complexes. During the same 
period, the state government has iilso established 
a strong institutional network. Gujarat Industrial 
Development Corporation (GIDC), established 



industrial estates providing developed plots and 
ready built-up sheds to industries all across the 
stiite. Institutions were also set up to provide term 
finance, assistance lor purchase of raw materials, 
plant iuid ecjuipment and marketing of products. 
Later, District Industries Centers (DICs) were setup 
in all the districts to provide assist;mce in die form 
of support sendees in setting uj) industriid units. The 
state idso developed infrastiTicture lacilities recjuired 
for industries, such as power, roads, ports, water 
supply and technical education institutions. The 
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Table 3.2 Key sectors and their Output Contribution 



Product Group 


Output 


GVA 




25.80 


25.33 


Chemiciils & Chemicid Product 


17.45 


23.15 


Food Products 


11.29 


4.36 


Basic metals 


9.43 


4.48 


Textiles 


5.74 


5.48 


Other Industries 


4.73 


2.72 


Fabricated Metal products except 
Machineiy and equipments 


3.53 


4.30 


Totiil 


77.97 


69.82 



Infrastructure and Industry Highlights of Gujarat 

Industriiil sector ol the State contributes nearly 27 per cent to the national exchecjuer. 

The State has the highest success rate ol projects imi)lemented in the countiy. 

The first State to enact tlie Special Economic Zone (SEZ) Act, 2004. 

The First State to enact legal fi^amework for PPP in infrastructure sector. 

Dependable power supply (24 hrs. 3 phase uninterrupted power supply) . Per capita power 
consumption is 1354 units agiiinst nationiil average ol 665 units. 

India's Petro-Capital State with 30% of petrochemicals and 50% of chemicals business. 
Hub ol pharmaceutical industn^ : 42% ol nationjil turnovenmd 22% ol exports. 
Miuiufactures 90% of India's Soda-ash iuid 70% of Siilt. 

KnoTOi as die Manchester ol East iuid Denim dXy; largest cotton exporting State (60%). 
Contributes to 80% ol India's diamond exports. 
Liirgest producer ol gas in the country. 



Government also introduced incentive schemes, 
from time to time, to promote industries mainly in 
die under-developed areas ol the state to correct 
regioiiid imbalances. All these initiatives have helped 
Gujarat to emerge as a highly industrialized stiite in 
the countiy. 

Gujarat's contribution to natiomd vidue of production 
was second highest in 2008-09 reckoned at 15.52 
% ol total national lactoiy production and 12.23 
% of Gross Value Added (GVA.) The following 
seven subsectors were prominent in contributing 
to the States' industrial production and augmenting 
GVA. 



Gujarat is one of the leading industrialised states 
in the countiy. The major industries are textiles, 
chemicals and petro-cheniicals, pharmaceuticals, 
dyes, fertilisers, cement, didiy, sugiu", engineering, 
etc. The number ol working registered lactories 
in the State has increased from 23942 at the end 
of tiieyear 2008(P) to 24453 at the end of the year 
2009(P). The value ol output at current prices of 
allregistered lactories in State has increased from ' 
448243 crore m 2007-08 to 508071 crore ui 2008- 
09, showing an increase of 13.35 percent over 
the pre\'ious year. The fixed capital employed by 
the lactoiy sector in the State has increased from 
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Rs. 145400 crores m 2007-08 to Rs. 172301 crores in 
2008-09, showing an increase of 18.50 percent over 
die pre\'ious year. The employment in all lactones, 
inclusive ol managerial, supendsoiy and clerical 
personnel has increased from 1 0.45 lakh in 2007-08 
to 11.26 lakh in 2008-09. The percentage share of 
Gujiu'at tlie in all-India aggregates for ASI 2008-09, 
such as number ol lactones, number ol employees, 
value ol output and net value added, accounted for 
9.57 percent, 9.93 percent, 15.54 percent iuid 11.77 
percent, respectively. 

3.0.The Legal and Institutional Framework 

Historically, there is a growing consensus that 
most developed countries, including United 
Kingdom, United States, Germany and France, 
have inten'ened actively in their domestic economy 
through industrial policies. These eiirly examples are 
followed by interventionist ISI strategies pursued in 
Latin American countries such as Brazil, Mexico 
or Argentina. More recently, the rapid growth ol 
East Asian economies, or the newly industriiilized 
countries (NICs), has also been associated with 
active industrial policies that selectively promoted 
manulacturing jmd lacilitated technolog\' transfer 
and industrial upgrading. The success ol these 
state -directed industrialization strategies are olten 
attributed to developmental states and strong 
bureaucracies such as the Japanese Ministry ol 
Intemationiil Trade iuid Industry (MITI) According 
to Princeton's Atul Kohli, the reason Japanese 
colonies such as Soudi Korea developed so rapidly 
and successluUy was down to Japan exporting to its 
colonies the same centralised state development 
that it had used to develop itself (Kohli, 2004) 
Many of these domestic policy choices, however. 



iu'e now seen as detiimental to Iree trade and iu'e 
hence limited by viuious international agreements 
such as World Trade Organization (WTO), Trade 
Related Investment Measures (TRIM) or Agreement 
on Trade Related Aspects ol Intellectuiil Property' 
Rights (TRIPS). Instead, the recent locus lor 
industi ial policy has shifted towards the promotion 
ol local business clusters and the integration into 
giobiil value chiiins. Despite existing criticism, there 
is a growing consensus in recent devek)pment dieoiy 
that state interventions are often necessju'y when 
market hiilures prevail. MiU'ket lailures olten exist 
in presence of externalities and natural monopolies. 
In practice, these inten'entions are often iiimed at 
regulating networks, i)ublic inlrastructure, R&D 
or correcting information asymmetries. Wliile tire 
current debate has shifted away from dismissing 
industriid policies overall, die bestways ol promoting 
industiiid policy iire still widely debated. Ol piirticular 
releviuice for developing countiies iire the conditions 
under which industrial policies may idso contribute 
to poverty' reduction, such as a locus on si)ecilic 
industries or the ])romotion ol linkages between 
kuger compjmies iuid smaller local enterprises. 

The legid and institutional Iriunework applicable 
to MSMEs in the State is derived from the model 
framework drat exists at the national level. Gujarat, 
based on its history and exigencies, as also the 
politicid iuid sociid emdronment ol the State, has 
evolved a policy Iramework and strategies. An 
understiuiding ol this Iramework is cruciid Irom the 
point ol view hiirnessing investment opportunities, 
as also lor sendcing the recjuirements ol the existing 
entrepreneurs. 

Investment Climate, and comparison ol states based 
on such climate catches the attention ol the media. 



MSME Support through Industrial Policy 2009: Thrust Areas 

Promoting geographical strengths to ensure balanced regional development 
Leveraging existing strengths and resources 

Increasing the efficiency ol the institutionid catidyzing industi iid development 
Impro\'ing inlrastructure aviulable in the state 
Enhancement ol technicid competence iuid manpower 
Creation ol labour market efficiencies 
Rewarding adoption of new technologies, business 
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Road Map Arising out of the MSME Policy: Bankers' Perception 

Government of should develop Centnil Registiy System for MSME's 

All MSME units must be assigned Unicjue Identity Number 

All clusters identified must develop in time bound plan 

New clusters are to be identified and developed. 

Miu'keting strategy and incentive schemes for MSME products 

SEZ/SIR/GIDC should grow leading to growth of SME's side by side 

PPP Model should be encouraged 

CGTMSE Guiuantee Fee should be subsidized, if needed 




Source: Deim Bmik 

which is more vocal thiui anybody else. However, 
there iire truths iuid hiiff-taiths, as also untiudi, which 
need to be criticiifly analyzed, and tlie signals need 
to be delivered in a professional manner. 

How have MSMEs of the State peifomied during tlie 
immediate past? Wliat explains their perfomrance ? 
These ju e issues of criticiil concern, bodi for pkmning 
and program implementation, as iifso for attracting 
investments. Two major pieces of legislation to 
regulate die MSME environment ju'e the centred Act, 
MSME Development Act 2006, and Gujmat State 
Industi'iid Policy 2009 supplemented by Notification 
of Rules of MSE-Facilitation Council (MSEFC). 

The MSME Development Act 2006 came mto 
effect on 2nd October 2006. Subsecjuently both the 
Central and State Governments have taken ef fective 
steps towards implementation of the Act. While 
die Centnd Government has fnimed a number of 
Rules and issued Notifications in respect of the 
Act; different State Governments have idso issued 
notifications under the Act. 

Gujarat has implemented Micro, Sm^dl iuid Medium 
Enterprises (MSMED) Act 2006 from 2nd October, 
2006. During the year 2011-12 (Up to November 
2011), 29,089 units have been registered having 
investment of Rs. 8,46,5.92 crores jmd emploTOient 
generation to the fine of 2,18,0,54 persons. 

The Policy of Resen'ation of Products for Exclusive 
Manufacture in SSI (now MSEs) was initiated in 
1967 widi the objective of achieving socio-economic 
development, dirough development iuid promotion 
of sniidl units all over the country. This was expected 
to result in countering the challenges of regional 
al imbalances, emplovment generation 
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through self-employment ventures, increased 
producti\it\', etc. However, witii the gi'aduid opening 
up of die economy, de-resen'atioii was resorted to for 
pro\idiiig o5)5)ortuiiities to MSEs for tecliiiologicid 
up-gradatioii; promotion of exports iuid acliie\iiig 
economies of scale. The items are reserved/de- 
resen'ed on the recoiiiiiieiidatioii of the Ad\isory 
Committee constituted in accordiuice with Section 
29(B) of die Industries (Development & Regulation) 
Act, 19,51. The Advisory Committee makes its 
recommendations for reservation / de-reservation 
in the light of factors like economies of scide; level 
of employment; possibility of encouraging and 
diffusing enti'epreneurship in industry; prevention of 
concentration of economic power to the detriment 
of common interest. At present only 20 items are 
resen'ed for exclusive niiuiufacture in micro and 
siiiidl enterprise sector. 

Gujarat Industrial Policy 2009, iuiiis at making the 
State "Asiiui leader" in terms of industrial growth and 
attracting (jualitA^ investments. Among other things, 
it lays emphasis on Small and Medium Enterprises 
(SMEs), Special Investment Regions (SIRs), and 
mega as well as innovative projects. 

Apjut from textiles, gems iuid jeweller\', engineering, 
chemicals and petrochemicals, where the state 
has proved its strength, the new policy focused on 
potential sectors such as agriculture based business, 
fisheries and informal sector. Emerging sectors, 
muiiely, IT/ITEs, Niuio Teclinok)g>', Biotechnology, 
non-conventional energy resources etc. have been 
given prioritA' in the policy. 

Terming SME sector as the backbone of industries 
in Gujarat, the Policy offers interest subsidy, venture 
capital assistance and (juality certification to the 
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Highlights of Gujarat Industry 

Petroleum - birgest sectoral share (34%); Chemicals iuid Pharmaceuticals (27%) 
The world s largest producer ol processed diiunonds and wall clocks. 
The world s largest gas-based, single-location sponge iron phmt. 
The world s largest producer ol castor and cumin. 
The world s third kirgest producer ol denim. 

The world s third ku'gest grass root peti'oleum relineiy (atjamnagar). 
India s largest producer ol cotton. 

Home to India s lirst licjuelied natural gas (LNG) port terminal at Hazira 



sector to miike it more competitive. As pjut ol the 
Policy, a rehabilitation package was announced, 
including revival or allowance ol exit for sick units. 
The package has options for the sick units for re\'iviil 
or for peaceful exit. The Policy also pro\'ides for 
finjuicial assistance for the diagnostic studies of such 
units. Support is also given for mjuket development 
including initiatives for creation of 'Made in GujiU'at' 
bnmd by SMEs. 

The new Policy iilso pro\'ided for support to develop 
ancillary and auxiliary industries for value addition 
while MSME sector continued to receive priority 
treatment. It seeks to encourage setting uj) ol mega 
projects in the state, projects having investment of 
more than Rs 1 ,000 crore iuid capacity' to provide 
employment to 2,000 people being treated as 
mega projects. In order to ensure the development 
of MSMEs in areas around mega-projects, the 
Government provides monetary assistance to 
large industries to support the establishment of 
ancilhiry iuid auxiliiuy^ units. The Policy pro\'ides 
for merit-based assistance package to projects in 
identified sectors, which include auto components, 
semiconductor fabrication, nano technologA^, ship 
building and repairing, aircnift miiintenjuice, repair 
and overhaul (MRO). Speciiil Investment Regions 
(SIRs) also received a speciiil focus under the Policy. 
A 54,000 hectare SIR was already under process 
in Dholera area in the stiite when tlie Policy was 
announced. 

A Technok)gy Ac( juisition Fund liiLS been established 
under the Policy to provide finjuicial assistance to 
MSMEs that wish to incorporate new technologies 
to improve products and processes. Additioniilly, to 
promote innovation in SMEs, die Government has 



made prcnisions to i)ro\ide Venture Cajntiil Funding 
through FI/Nodiil Banks for projects which adopt 
innovative technologic s . 

The Policy recognizes the importance of the 'Cluster 
Development Method' to adviuice MSMEs. The 
Industriiil Policy iilso emphasises interventions such 
as capacitor building of cluster enterprises through 
earmarked initiatives for marketing, technology 
up-gradation, (juality improvement, training/skill 
up-gradation, creation of cluster-specific common 
infrastmcture iind facilities, creation of iui incubation 
centre, establishment of ITI extension centres iuid 
other need-based facilities. 

Support is provided to enable MSMEs explore 
new niiu'kets by their piuticipation in trade fiiirs. An 
important initiative in diis direction is die Gujarat 
SME Manufacturing Summit, to be held in April 
2013, which aims to "ecjuip die niiuiufacturing SMEs 
to prepare themselves thoroughly for assessing the 
business opportunities juid tiike necessaiy actions 
in developing their enterprises to achieve business 
goals" 

Gujarat was the first state in India to recognize the 
importiince of inf rastructure creation as the primary 
activit\' needed for iiidustiiiil development. One of 
the major reasons for the rapid industrial growth 
in Gujarat is now acknowledged as die aviiilability 
of excellent infrastructure facilities in the state. 
It is the only state in the countiy to pro\ide 24-hour 
uninteiTupted power supply to all its \illages. 

Gujarat, from time to time, has given special 
emphasis on elevating enterprise competition with 
and learning from successful external business 
entrepreneurs. Hence, policy efforts have been 
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translated into encouraging globiil firms to invest in 
the state . The State Government has been keenly 
pursuing promotion of SEZs, considered as 'growtli 
engines' tliat would enhiuice mimufacturingacti\'ities, 
exports iuid employment opportunities. Under the 
Gujiuat SEZ Act, 2004, SEZ Rules ,2005 and SEZ 
Regulations, assistance is pro\'ided to the developer 
of SEZ including tax Regulations, assistance is 
pro\'ided to the developer of SEZ including tax 
concessions. 

Gujarat has also followed the latest thinking 
relating to flexibilit\' of the labour markets. The 
State Government has introduced labour reforms 
and has carried out amendments in some of the 
provisions of the Industrial Disputes Act, 1947 
offering flexibility especially in SEZs . In all , 59 
SEZs are approved for Gujarat, including multi- 
product SEZs and sector-specific SEZs covering 
textiles, engineering, chemicals, ceramics, gems and 
jewellei'y,pharmaceuticals iind IT/ITES sectors. 

On the infrastural front, the State government 
has come up with a series of Industrial Policy 
announcements, including steps to set up or develop 
Industrial Estates iuid Parks (IPs) . 

The initiatives relating to MSME infrastructure iu'e 
more recent iuid pronounced. The Government has 
identified a total of 83 industriiif clusters,traditional 
and modern, across the districts. The cluster-based 
developmental approach is based on collective 
efficiency giounds, iuid has been perceived to reduce 
triuisaction costs juid improve competitiveness. Some 
clusters in GujiU'at have been actively pjirticipating in 
the global business ti'ansactions iind have improved 
tiieir technolog\f levels jmd innovativeness. These 
clusters have been strengthened, with the support 
of R & D centres and the other specialized 
business service providers, by creating common 
facilities, developing market centies and providers 
, by creating common facilities, developing miirket 
centres iuid brand njunes, enhiuiced le;uning, and 
impro\'ing skill levels. 

4.0.MSME Geography 

As per estimates of the ISED Small Enterprise 
Observatory, the State has the First Rank of 
integrated overall performiuice of MSMEs at the 



nationiif level. According to die Fourth Census of 
MSMEs, Gujarat stiinds first in terms of the asset 
base of the MSME sector. 

The State demonstrates a significant tendency of 
clustering of MSMEs. The older clusters are natural 
formations of traditioniil industries, like textiles iuid 
diiunond polishing, while the newer ones are need 
based and scientifically laid out establishments. 
These clusters together constitute 37.6% of all 
MSME units iuid 43.5% of investments. GujiU'at has 
83 identified MSME clusters. The top clusters in the 
state are located in districts, Rajkot (8), Ahmedabad 
(6), JiunnagiU" (3), VadodiU'a (3). The major clustred 
industries in the State are Cenunics (4), Oil Mills (3), 
EmbroideiT works (2) etc. 

A disaggregated analysis of MSME clusters in tire 
State, carried out by the ISED Sniiill Enterjjrise 
Obsen'atoiy, leads up to some imi)oitimt results. Out 
of the total number of working enterprises, 56.13% 
are located in the clusters with an employment 
contribution of 48.92% of the total MSME 
employment in the State. Out of the total gross 
output in the MSME sector, the contribution of 
clusters is 45.84%. Of the total market value of 
fixed assets, the combined share of units in clusters 
is 55.20%. 

Gujarat has 166 industiial estates established by tire 
Gujarat Industrial Development Corporation for 
specific sectors such as cliemiciils, electronics, gems, 
apparels and granite; 91 are under development. 

Key Challenges 

The key challenges encountered by the MSMEs 
cjm be illustrated by a case study. We have selected 
Pharmaceutical SMEs as they represent certain 
extreme problems. Challenges faced by the Pliarma 
SMEs have been identified as follows: 

^ Regulatory conformance to more rigid 
product (]ualit\' norms to offer better cjuality 
of medicines to the i)atients; 

^ Sustained investments towards technical 
upgradation to maintain competitive edge 
related to manufacturing cost; 

^ Sales and Miirketing activities are becoming 
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more and more expensive, in terms of cost 
of skilled field staff together with their other 
consecjuential and modern day marketing 
tools/ practices in India together witli escalating 
intermediiuy remuneration ; 

Stiff comi)etition from local producers 
of low i)riced formulations with marginal 
(jualitA' standiirds, as enforcement of (juality 
recjuirements are not iilways uniform or strict 
in iill neighbouring states. This challenge will 
be even more with the SMEs who do not have 
enough wherewithals or get the support of 
the government to face scjuiu'ely the rapidly 
changing business environment/demand and 
falter in choosing tlie right business models, 
as applicable to each one of them. 



follows: 



Credit Linked Capital Subsidy Scheme 
(CLCSS) to SME phiu'ma units, which will help 
them to upgrade their facilities. 

Issuing a list of pharma products resen'ed for 
niiuiufacturing by SMEs 

Identification of around 18 pharmaceutical 
SEZs, wluch will offer adviuitages like aviiilabflity 
of developed infrastructure, market access iuid 
exports iilong with v;uious tax incentives 



About 1 .5% of tlie SMEs ma now engaged only on 
research & development. In 'India Pharma Summit' 
held on November 30, 2009, the Department 
of Pharmaceuticals of the Government of India 
announced the government was planning to set up a 
venture fund to promote R&D in the Phiu maceuticiil 
sector, especially for the SMEs with a corpus of 
iiround Rs. 2000 crores. The Fund will have active 
stiikeholders both from the government and the 
Table 3.3. Gujarat: Product Composition of the MSME Sector 



It gives a sigh of relief when the Department of 
Phimnaceuticiils, Ministry of Chemiciils & Fertilizers 
of the Gol has assured taking steps to support 
die SMEs through various incentives/facilities, as 



^ Sub sector 


Percentage of MSME Units 




Textiles 


21.39 




Machinery Piuts otlrer tlian electiical^^^^B 


^^^^^^^7.61 ^^^^ 




Metiil Products 


7.49 




Chemiciils and related products ^^^^^^H 


^^^^^^M 4.97 ^^^^H 




Wood Products 


4.37 




Rubber cind Plastics ^^^^^^^^^^^^H 


^^^^^^ 3.77 ^^^1 




Others 


50.4 0 








J 


Table 3.4. Gujarat: Main Characteristics of MSME Clusters 


Characteritics 


Cluster State Total 


% Share of 




Units Units 


Cluster Units 


No. of Working Enter])rises 


129000 229830 


56.13 


Employment ^^^^^^^^^^^H 


^ 609000^^^ 1244981 | 


^^48.92 


Average Employment 


4.72 ,5.42 




Gross Output(Crore) 


^1. 17619.44 38438.44 M 


^■^5.84 


Average Output 


0.14 0.17 




MiU'ket Value of Fixed Assets (Crore) 


V 83837.08 151868.8 ^ 


^V55.20 


Average Miirket Value of Fixed Assets 


0.65 ().6fi 


J 



Source: Fourth MSME Census; compiled by ISED Small Enterprises Ohsen atory 
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The distribution of Clusters in major product lines is as follows: 

District Products 

Ahmedabad Dyes iuid Chemicals, Textile Machinery, Pharmaceuticiil Machinery', Moulded 
Plastic Products, Readymade Gamients, Diiunond Processing, Machine Tools, 
Castings & Forging, Steel Utensils, Wood work iuid Furniture, Paper Products, 
Leather Footvvare, Washing Powder & Soap, Marble Slabs, Power driven 
Pumps, Autopiuts, Electronic goods. 

Anand Diary and food Processing Machines 

Bharuch Chemicjils and Bulk Phamaceuticals 

Bhavnagar Ship Breiiking, Steel Re-rolling, Machine Tools, Plastic Processing, Diamond 

Processing, 

Giuidhinagju' Powerloom 

Jiunnagar Brass articles, piuts iuid components, wooden Furniture 

Mahasiuia Cotton Cloth Wea\'ing 

Mond Cenunic Tiles iuid Sanitiuywiire 

Rajkot Diesel Engines imd parts. Machine Tools, Submergible Pumps, Gold iind Silver 

Jeweln', Salt Processing, Electi'onic, Watches and Clocks, Oil Mills, Textile 
Printing, Clay Floor Tiles, Elecbic Motors, Casting and Forging, Machine Tools 
iind Diamond Processing 

Surat Diamond Cutting and Polishing, Textile Machinery, Powerlooms, Ziu i, Wood 

Products and Furniture Surendranagar Textile Machinery, Salt, Siuiitiiry Fittings, 
Ceriunics 

Vadodra Genenil Engineering, Phiumaceuticiils (Bulk Drugs), Plastic Processing, Wood 

Work iind Furniture 

Valsad Dyes and Intermediates, Chemicals and Bulk Pharmaceuticals 

^iraval Fish Processing 

Table 3.5. Profile of Industrial Estates in Gujarat 



SI. No. 


Functional Status 




Unrts 


Nos/Area 


1. 


Functional Estate : 




Nos. 


166 


2. 


Estates under various stages of Planning 


Nos. 


91 


3. 


Land Accjuired 




hect. 


22,954 


4. 


Land Developed 




hect. 


14,272 


5. 


Sheds Constructed 




Nos. 


12,291 


6. 


Housing Constructed 




Nos. 


12,922 


7. 


Plots Allotted 




hect. 


10,265 


8. 


Sheds Allotted 




Nos. 


12,104 


9. 


Housing Qtrs. Allotted 




Nos. 


11,668 
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industiy. It was expected that the Fund would be 
operatioiiid by the end of 2012. 

The Industiy was expecting incentives by way of 
extending the weighted deduction at the rate of 1 .50% 
of the expenses on R&D for die next five yejus and 
duty exemption for imports of specified maclrinery 
used for R&D purpose to lielp tlie sector to augment 
its R&D capal)ilities. 

Increasing opportunities in the generic phiirmaceuticjil 
market botli domestic iind exports \'is-a-\'is bnmded 
products, will energise the growth of SMEs and 
enable emergence of robust and focused business 
models juid phms. Besides, rapidly emerging Conti'act 
Research and Manufacturing Sendees (CRAMS) 
market also throws open a lucrative outsourcing 
business space for the SMEs in collaboration with 
the kirge lociil iuid giobiil phiumaceuticiil com5)imies. 
Despite the government support and upcoming 
business opportunities, newer challenges related 
to the globalization process cannot be overlooked. 
Education iind creation of prompt awareness of the 
ever changing sociiil iuid commerciiil demands for 
improved (iuiilit\' of medicines and conformance to 
more stringent emdronmentid iuid siifety standards. 



Collaborative approach both with large domestic 
and global players will be of utmost importance iuid 
could be a win-win prescription for growth. 

The case of phiu ma industry', prompts the following 
obsen'ations: 

a. R and D in every aspect of production, design, 
cjuiility, process and presentation, needs utmost 
attention by the SME units. 

b. These challenges cannot be fully met by 
government assistance for two reasons - 
government ciumot comprehend die intricacies 
of eveiy production Hue or unit and so the help 
can only be in the form of general guidelines. 
Second, the fiiiiuicial recjuirements for R&D 
cannot be defined in advance like other 
business operations, government subsidy 
comes only after tiie unit has incurred the 
expense. 

c. It is dierefore imi)erative that the entrepreneur 
keeps himself abreast of developments 
releviuit to his product, market jmd regulatoiy 
environment, defines his problem jmd locates 
appropriate source for the solution. 



Fourth Generation Industrial Policy of the United Kingdom: Some Lessons 

The first generation policy adopted idter the second world wiir abiuidoned hdssez fidre economics 
and adopted national planning , picking winners and keeping iiiiuiy 'strategic comi)imies' under 
state OTOiersliip. The second stiuted in 1979 with the election of MargiU'et Thatcher focusing on 
privatisation jmd finjuiciid deregulation but run out of steiuii wiien tiiat process run its course - and 
all of it was good. Wliat then followed was a third generation policy - often piecemeal iind sector 
specific but with no coherent strategy in mind as it tended to be reactive. A fourth generation 
policy argues against picking winners which governments in general are not veiy (juidified to do 
well - the world is changing so rapidly and technologA' is adviuicing to such an extent that opting 
for one area rather tliiui anodier carries ob\ious dangers wiiile globidisation means that sectors 
can now suddenly move elsewhere with veiy little warning. 

So the fourth generation industrial policy needs instead, to focus on cross cutting policies 
and sorting out underlying issues to idlow the economy to thrive. This is true both in the 
conventionid sense of pro\iding good laws, infrasb'ucture and a well educated workforce, iind 
in the less conventional sense, of government using its might to borrow long and cheap in order 
to share the risk in new and yet unproven technology' iireas and help in their development and 
commerciidisation. But the interaction bebveeii government and industiy is complex iuid ciin 
be done well or badly. All stidieliolders need to have clear roles and responsibilities - not just 
the government. It is not necessarily easy iuid it recjuires bust from both sides. 



(Vicky Price 2011). 
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d. The challenges present opportunities for the 
development of Contract research initiatives 
and collaborative association for mutual 
benefit. 

5.0. Investments: Spatial Spread and Industry 
Linkages 

The initiative for investment promotion in Gujiirat 
has had important positive implications for the 
ovenill development ol die industrial sector as well as 
for MSMEs in specific. A study by NCAER, for tiie 
period Miuxii 1999 to September 2008, pro\'ides a 
detiuled iuialysis of firms in the niiuiufacturing sector, 
based on the NIC 2004, three digit classification, 
and brings out some important results. The study 
which was meimt for understanding the 5)enetration 
of foreign direct inveshnent(FDI) into the countiy, 
looked into the spread of such firms in relation 
to registered offices of FDI as well as domestic 
manufacturing firms. Wlrile 400 FDI firms have 
registered offices spread over 21 States/Union 
Territories, 4449 domestic firms have registered 
offices spread over 27 States/union territories. 



While Miiharashtra and GujiU'at adorn tlie first iuid 
second positions respectively,in terms of presence 
of FDI firms, the same pattern is \'isible in the case 
of other firms iilso. Miilrarashtra alone has about 
19% of the plants, the share of Gujarat is 12%. In 
tlie case of FDI manufacturing firms imd tiieir pkmts, 
Maharashti'a has 20% share and Gujarat has 9%. 
Using Hirschman- Rasmussen Index, the backward 
iuid fonra'd linkages in tiris context were worked out, 
iuid it indicates both backwiird and fonvju'd linkages 
that are highly positive for tiie State of Gujarat. 

6.0. Futuristic Initiatives of Gujarat 

Given the specific circumstances revailing in the 
country, MSMEs are facing several problems. 
However, innovation remains the key solution. 
Gujarat's approach to MSME development is 
futuristic. And drat makes it uniqe among other States 
of the country.Despite such unicjueness,MSMEs as 
a sut)ject is complex. And it recjuires new solutions 
that are appropriate to the context of the times. It 
is these issues that we discuss in the forthcoming 
chapters. 




1.0. Introduction 

Enterprises and entrepreneurial activity, in any 
economy, need to work within a broad regulatoiy iuid 
institutioniil fnunework. This is because, irrespective 
of the economic system concerned, tlrey bring in 
social costs iuid social benefits. Keeping the sociiif 
costs in control and attempting to mjLximize the sociiif 
benefits, is the focus of public policy. Public policy is, 
by and kirge, abstract. It need to gain concrete form 
in order to be of benefit to viirious stiike holders. It is 
tliis concrete fomr tliat tiike die shape of die legid iuid 
institutionid fnmrework relating to the formation iind 
conduct of enterprise acti\itAf in a countiy or region. 
Hence, as good or bad performance of the MSME 
sector is reported, the reasons for such performance 
need to also be examined agidnst the imjjlicit public 
policy elements. 

2.0. Conceptual Framework 

All modem governments iumounce their position 
on a subject matter of public concern. In some 
cases, they come in the form of policy statements; 
in some others, legislative action is initiated. In most 
countries of the world today, public policy on SMEs 
get niimifested in either or both of the above forms. 
A content anidysis of policy per se, as idso of the 
policy process, is crucial in order to understiuid how 
it af fects the lives of the people. 

The cornerstone of any policy anidysis is the theorA^ 
of value confhct. The concept, devised by the 
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Public Policy, 
Programmes, and 
Performance 

Ameiiciui sociok)gists Fuller iuid Myers (1941), seeks 
to relate how value conflict relates to the political 
system. A cruciid (juestion which every policy iuiidyst 
must confront, relates to the meiuiing of a public 
problem. For eximrple, for the native of a commumty 
who has a stable job might define growth as "urbiui 
sprawl" To him, growtli meiuis increased traffic iuid 
pollution. On the contrar\', for a real estate agent, 
growth may not be considered as a problem, but 
rather as an opportunit\'. In such a situation, who 
decides if dn objective fact is a problem and recjuires 
government policy? Genendly, interest groups iind 
politicians stiategicidly portray issues in a dualistic 
miuiner. However, competing interests ciui often find 
compromises, shared vidues, jmd shared interests 
that can be used to create a win-win policy. Fuller 
and Myers (1941) identify such differing definition 
of the "sociid facts" as illustrative, what they term as 
"value conflict". 

Vidue conflict tireorA^ centers on objective conditions. 
The objective condition is an empirical fact (eg. 
The community is growing in population). The 
subjective condition is the perception of the objective 
condition by individuals or groups with different 
values or interests (i.e, one person sees growtir as 
bad, and another sees it as good). Sociid problems 
(public problems) go tirrough a naturid history of: 1) 
awiueness; 2) policy determination; and 3) reform 
(or implementiition of policy) . 

Awareness is the outcome of a clear problem 
definition by the communitA^ Problem definition 
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occurs in a highly pohtical environment. For a 
problem to receive immediate government attention, 
it must threaten the values and interests of the 
most powerful in the society, or a significantly huge 
number of citizens, or seem a serious threat to a 
small but favourably perceived group, or to a group 
tliat has traditionally received protection from the 
government. Problem definition occurs in the 
context of viilues, interests iuid political power, but 
not necessiuily in the context of public interest, the 
means of politics include trading, compromising, 
rewarding iuid coercion. 

Even after policies are adopted, value conflict 
continues in the implementation process, as well as 
affecting chiuiges in awjueness and continuedbatdes 
over problem definition and what, if im>thing, to do 
about it value conflict is a never-ending process. 

Public policy is defined by Thomas Dye (1987) as 
"what government choose to do or do not to do". 
For example, if government decides to cut taxes, 
it is public policy; if not, that too is put)lic policy. 
Government action, or inaction, is still a value 
choice .These choices, which can Jilso be termed as 



1 



public policy, are determined by politicjil means. 
In a democracy, the means of politics includes, 
bargaining, compromise, reward and coercion. 
Politics is tlie driving force of what government does 
.It is the grease of the political system. 

Public policy has a key role in shaping the enteiprise 
eco-system. Therefore, a re\'iew of the key policy 
approach iuid milestones is importiuit from the point 
of view of an understanding of the eco system. 

3.0. Ingredients of an MSME Policy 

A chiiracteristic feature of SMEs around the world, 
is their atomism. Miuiy micro businesses and self- 
employed persons operate outside the 'formal' 
sector. One of the major cliiillenges to governments 
in designing institutional, organizational and 
regulatoiy fnmieworks is, therefore, to encourage 
entrepreneurs to engage in legitimate activity. 
In pursuing this goal, governments have moved 
away from earlier, rather simplistic, approaches, 
recognizing that SMEs not only create jobs but 
play a wider role in social, economic and political 
development. They iire increasingly seen as central 



SME Development Strategies: The Essentials 

SME development strategies will necessarily be countiy iuid context-specific. Each country 
will have its own cliiillenges, opportunities and 5)riorities for cliimge. Resources available will 
vaiy by countiy, iuid tiierefore, results achieved will also be different. Nobwtiistiuiding such 
specificity,', some of the SME development lessons which iire appKcable to most of tire counti ies 
include the following: 

Peace and stiibility is a key recjuirement for tire development of SMEs iuid for attracting foreign 
investment. Studies show that war and crime iu'e miun deterrents of i)rivate investment, in 
})articular, for foreign investors. 

SME develo5)ment recjuires a cross-cutting strategy, ie. its success depends on the abilitA' of 
governments to implement sound macroeconomic policies, tlie capability of stakeholders to 
develop conducive microeconomic business emdronments and the ability of SMEs to implement 
competitive operating practices iuid business strategies. 

Dialogue and i)artnersliips between the stakeholders is essential (public sector, private 
sector and ci\'il society). Investments in physical infrastructure and business services iuid the 
implementation capacity of policy makers, administiators and support structures determine 
success. Enhancing women's ability to participate in SME development should be taken into 
account at eveiy stage, as women account for an important share of private sector activity iuid 
contribute most to poverty reduction. 



Source: rbidocs.rbi. org.in 
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to creating a democratic society' and developing an 
'enterprise culture'. 

Governments alone cannot create that 'enterprise 
culture', but their actions can destroy or facilitate it. 
A major difficultA^ is that the SME sector is always 
highly differentiated and that its power base, it any, is 
essentially local. This mjikes a coherent pubHc policy 
approach difficult. The aim must be to empower 
'bottom u})' approaches to development within 
a national framework in a way that rewards and 
enhances enterprise culture, because in all societies, 
die independent ovraer- miuiaged sniJill business is 
tlie orgiuiizationiil norm for economic acti\'ity. 

In shaping a public policy framework it should be 
recognized that the MSME sector will be heiiltliy 
when there is a culture of enterprise in societs^ which 
rewiu'ds indi\'iduiil as well as collective initiative and 
innovation in all its citizens, including the sociiiily 
excluded iuid otlrer minority' groupings. The first 
step towards the creation of such a culture lies in 
education; an economic, political and sociiil climate 
tiiat encourages a high rate of business stiirt- up and 
sundvid, leading to an overall increase of the SME 
stock; a significiint proportion of (jualit)' businesses 
contained in die new stock; an economic and sociid 
climate which encourages existing SMEs to grow; 
anda sympathetic imd entrepreneurial stiikeholder 
emdronment for SMEs. 

3.7. Ignorance in Action 

"Nothing is more terrible than ignorance in action", 
goes die sa\'ing. MSMEs cjuinot iuid do not grow in 
a vacuum. If the culture of government, education, 
regidatoiy audiorities, biuiks, the i)rofessions, iind the 
large corporate sector lacks empathy with MSMEs, 
dien it will be difficult for the sector to survive and 
grow. But, in nijuiy countries, the official approach 
to MSMEs is more of liij-sendce based on the sheer 
logic of numbers. The stakeholder environment 
must be as entrepreneurial as entrepreneurship 
itself. Stakeholder organizations facilitating and 
supporting entrepreneurship iu'e key elements in the 
creation of a "level playing field" and of a solid base 
for enterprise culture. Officiid policies for MSME 
develoi)meiit can be evaluated agciinst their im5)act 
upon enter{)rise culture, stiirt-up, sunivid juid gixmth 
of MSMEs, and stakeholder empathy. Each of diese 



criteria feeds off the others. 'Enterjjrise culture' 
will be strong where there iu'e high rates of MSME 
growth. Where MSMEs ju'e dominjuit features in the 
locid iuid regioiiid economic and sociid emdronment, 
stakeholders themselves will be influenced iuid will 
adjust their belia\'ior accordingly. This is true of 
Gujarat. 

This template of culture juid business, ;md stidieholder 
development, may be used in veiy different country 
contexts. Each countiy has different problems and 
opportunities, and dierefore, priorities for chiuige 
and resource availability,' will vaiy. These factors 
will dictate the coverage and scale at which any 
prognmime of change ciui be pursued. 

Targets also move dramatically over time. SME 
development policies in Western Europe, for 
example, were focused on emplo\inent creation in 
the late 1980s and eiuiy 1990s. By the end of the 
centuiT, the emphasis had changed to international 
competitiveness and innovation. As a result, policy 
tiu'gets moved towiirds technok)gy issues iuid creation 
of <m enterprise culture. In transition economies, 
a major focus has been upon creating <m enabling 
environment for the market economy. Hence, 
much of SME policy has tiu'geted the building of an 
appropriate regulator\' environment, privatisation 
and restructuring, development of the financial 
sector, and mechanisms for private iuid public SME 
support. 

In niiuiy countries, governments have adopted full- 
fledged and comprehensive legislation for small 
businesses. The absence of an Act does not mean 
that diere is no i)olicy. Countries like Fnmce iind the 
UK prefer flexibilit\' in dieir approach. One problem 
widi Acts is diat diey may need constiuit iimendmeiits 
as policy develops. In India, iuiiendments in the 
MSME Act 2006, from time to time, has be been 
articulated from vjuious sources. 

Witiiiii the national framework, such enactment 
may specifically target the local level, as in the 
caseof the German Lander (2007). Such legislation, 
irrespective of their content, usually includes a 
declaration of support for small businesses. Besides, 
such enactment idso includes, a definition for public 
policy purposes and principles on which support 
for the sector will be based, as idso the institutional 
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Table 4.1 .: Broad Indicators of MSME Performance in India 



SI.No. 


Year 


Total 
Working 
MSMEs 

(Liikh 
numbers) 


Employment 
(Lakh persons) 


Fixed 
Investment 
(Rs. Crore) 


Production 
(Current 
Prices) 
(Rs. Crore) 


Export 
(Rs. Crore) 


1 


2001-02 


105.21 


249.33 


154349 


282270 


71244 






(4.07) 


(4.44) 


(5.11) 


(8.03) 


(2.07) 




2002-03 


109.49^^ 


^^260.21 


162317 


314850^ 


^86013 






^ (4.07) m 


(4.36) 


(5.16) 


(11.54) ^ 


1^ (20.73) 


3 


2003-04 


113.95 


271.42 


170219 


364547 


97644 






(4.07) 


(4.31) 


(4.87) 


(15.78) 


(13.52) 




2004-05 


118.59 


282.57 


178699 


429796 


^^124417 


>- 




(4.07) 


(4.11) 


(4.98) 


(17.90) 


(27.42) 


5 


2005-06 


123.42 


294.91 


188113 


497842 


150242 






(4.07) 


(4.37) 


(5.27) 


(15.83) 


(20.76) 




2006-07 


261.12 


595.66 


500758 


709398 


182538 






(111.57) 


(101.98) 


(166.20) 


(42.49) 


(21.50) 


7 


2007-08 


272.79 


626.34 


558190 


790759 


202017 






(4.47) 


(515) 


(11.47) 


(11.47) 


(10.67) 




2008-09 


285.16 


659.35 


621753 


880805 


N.A. 






(4.53) 


(5.27) 


(11.39) 


(11.39) 




9 


2009-10 


298.08 


695.38 


693835 


982919 


N.A. 






(4.53) 


(5.46) 


(11.59) 


(11.59) 




10 


2010-11 


3II.52I 


BP 732. 17 


773487 


1095758 


N.A. 






(4.51) 


(5.29) 


(11.48) 


(11.48) 





^oz/y-re.- Ministry of MSME, Aimiml Report, 2010-11 

Note: Hie figures in brackets show tlie percentage giontb over the pre\ious year. 



support arrangements, t\'j)es of support to be given, 
and metliods of reporting. 

A solid policy framework and its effective 
implementation, involves five crucial stages as 
follows: 



institutions, iind i)rogTamme development; 

2) Strategic Development Plan; 

3) Definition of concepts; iuid 

4) Background Documents. 



4.0. National Policy Framework 



1) Policy Review Process: This stage involves, 
needs analysis, policy management stakeholder 
development, development of specialist Industrial policy m India, over the years, have 
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promoted SSIs through viuious incentives in order 
to fulfill socio-economic objectives. These incentives 
related to financial fiscal and infrastructural 
measures, and were targeted at achieving the sub- 
sectoral growth rates in the respective Five Year 
Plans. Incentives were extended either on a "one 
time" basis (initial support for setting up of units) or 
in the form of sustiiined support for a specific period 
(protectionist measures, subsidies, etc.). Wliile some 
incentives were made applicable to all industriiil units 
including tlie buge-scale sector, otliers were aviiilable 
exclusively for the SSIs. 

The objectives of SME policy, from time to time, 
were one or more of the following: a) creation of 
wage-employment with growth; b) generation of 
self-employment; c) creation of productive assets 
for the poor; iuid d) welfare-oriented employment 
programmes of the KcTOcsian type. The Pkm frames 
which deal with tire emplovment (juestion in India 
so far, have been provided with an intellectual 
scaffolding of the Mahalanobis Model and are 
basically based on the Fei-Rimis thesis (1980). This 
thesis assumes dualism as a transitory phenomenon 
and technical chiuige has been given a crucial place 
in this transition. 

Under a democratic system, die legacy of democratic 
planning offered im inherent strength to the Indian 
economic system by facilitating economic activities 
with diverging organisational forms. The mid-1 9()0s 
marked a watershed in the history of pkmning in 
the country: tire so ciilled "crisis of planning". The 
Chinese aggression as well as the Indo-Pakistan 
War were highly instrumental in deciding the 
course of this crisis. What has been described in 
the economic historv' of the country as "resource 
crunch" prompted the planners to streamline the 
existing developrnentiil progriunrnes and to have a 



more tiu'get group oriented approach. Hence, the 
various sub-sectors of the industrial economy of 
the country got increasingly focused on short run 
objectives and targets, as against serious exercises 
in perspective pkmning. 

The Industrial Policy Statement (1977) stressed 
die wider dispersal of cottage iuid small industries 
into rurid areas jmd small towns. It emphasised that 
"whatever could be produced by srnidl iuid cottage 
industries, must only be so produced". This led 
to the expansion of the list of reserved items for 
exclusive production by the SSI sector. The concept 
of the Tiny Sector was introduced within the SSIs, 
giving special consideration and extending help 
by way of provision for margin money assistiince. 
District Industries Centres (DICs) were introduced 
as a single promotional umbrella. 

The Industrial Policy Statement, 1980 focused on 
integrated industrial development, and suggested 
the setting up of nucleus plants in those districts 
which were identified as industriidly backwiu'd, with 
the expectation that these would help the spatial 
dispersal of small ancillary units iuid the existing 
network of SSIs would grow faster. SSI units were 
redefined by rising the ceiling of investment in plant 
and machinery. 

Anodrer major phase of sniidl enter{)rise devek)prnent 
in the country was inaugurated by the rnid-1 980s. An 
enhanced shift from <m approach based on overall 
planning, to an increasingly sectoral or project 
approach, was a rerniukable feature of this i)eriod. 
Besides, dre process of dereservation become a more 
pronounced feature of policy. Providing "gjunful and 
high (juidit\' employment at least for tire additions to 
the labour force" was one of the targets of the Tenth 
Five-Yeiir Plan. The Plan envisaged the creation of 



From Employment Creation to Employment Creators 

The findings of the Third Census of MSMEs indicate vwde inecjualities iunong MSME units. 
Of tire totid units, 97.7 per cent were in the tiny sector. Consumers of electric power constituted 
only 73.77 per cent. Number of units with outstanding bank loans was only 14.26 per cent. 
Units rniuntaining proper accounts were only 29.43. The picture given by the Fourth Censes 
is also broadly the same. These findings emphasize the need for a proactive labour market 
policy wirich offers the necessary conditions for grooming job creators. 



Public Policy, Progi ammes, and Performance 



50 million emplo>inent opportunities over the live 
year period, against a total addition to the labour 
force of 3,5 million persons. 

The National Manulacturing Policy suggests that 
industries in National Manufacturing Investment 
Zones (NMIZs) - should be given flexibility to 
downsize labour. Likewise, it recommends chiuiges 
in the environmental norms which come in the 
way of investment. NMIZs, are mega industrial 
zones, ment for attracting overseas investments, 
besides increasing the share of manufacturing in 
the economy. India aims to increasing the shiire of 
miuiufacturing sector, which contributes over 80 i)er 
cent in the countiy's overall industriiil production, 
form 16-17 per cent to 2,5-26 per cent of the gross 
domestic product by 2020. 

The idea of a comprehensive legislative framework 
for die MSME sector, implies a major reorientation 
of public policy, as it pnnides a basic legjil fhunework 
for the sector. The case for such a legal framework 
was articulated by several industry associations. 
"Enhancing the competitiveness of the smiill and 
medium enterprise" assumes a level-phmng field 
for these enterprises. 

The Eleventh Plan recognised tlie continuing need 
to facilitate the graduation of these enterprises 
to higher levels, particularly from the small to 
medium. Incentivising graduation of micro iuid smiill 
enterprises to medium iuid kirger units, through well 
calibrated fiscal iuid non-fiscjil measures, forms one 
of die steps in the Eleventh Plan. 

4.7. Legislation 

The Government of India cjune out with a legislation 
on the MSME sector in 2006. The preamble 
of the Act iiffirms to "pro\ide for facilitating the 
promotion and development and enhancing the 
competitiveness of smiill iuid medium enterprises". 
This major shift in policy has been reflected in 
several new measures taken by the Government 
under its reform programme, proposed by the Bill, 
such as rationalization of labour laws, reduction of 
legal stipulations applicable to SMEs etc. Named 
after the Micro, Small and Medium Enterprise 
Develo])ment Act 2006, it defines various categories 
of entei'j)rises engaged in miuiufacturing in terms of 




investment in pkmt and machiner\' (excluding kmd 
and building), juid those engaged in senice acti\ities 
in terms of investment in ecjuiimrent (excluding kmd 
iuid building). The categories are: 

Manufacturing Enterprises 

• Micro Enterprises: Witli investment in plant 
dnd machinery', upto Rs. 25 kiklrs. 

• Small Enterprises: With investment in pkmt 
dnd machinery between Rs. 25 kiklrs iind Rs. 
500 laklrs. 

• Medium Enteri)rises: With investment in 
pkmt iuid machinery between Rs. 500 laklrs 
iuidRs.lOOO lakhs. 

Service Enterprises 

• Micro Enteri)rises: With investment in 
equipment u5)to Rs. 10 hikhs. 

• Small Enterprises: With investment in 
ecjuipment bebveen Rs.lO laklrs to Rs. 200 
kiklrs. 

• Medium Enterprises: With investment 
inecjuipment between Rs. 200 laklr to Rs. 500 
kiklis 

Following the enactment of 2006, a few administrative 
reforms took place. A new Ministi:y of MSME was 
set up, by merging the erstwhile Ministries of SSI 
and ARI. Besides, the all-India SSI Board was 
restructured and renamed as National Board for 
MSME. 

5.0. Pillars of National Policy 

Public policy is an abstract term, and to understand 
its releviuice, one need to have a close understanding 
of its constituents. We may discuss the implications 
MSME policy in terms of the following key areas: 

a) macro economic policy; b) labour market 
policy; c) regulatory fnunework; d) promotion iuid 
development. 

While the above four iireas form the core of the legjil 
iuid institutioriiil friuirework relating to MSMEs in 
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tlie countiy, our discussion in diis chapter is confined 
to only a simple treatment of these issues. 

5.7. Macro Economic Poiicy 

How significant is MSMEs in the macro economic 
policy of die countiyp Beyond sheer policy priority, 
it is reflection of a fundamental (juestion of "social 
choice jmd individual values". Kenneth. J. Aitow's 
(1951) theoretical framework is relevant here. 
Arrow's monograph, 'Social Choice and Indi\'iduid 
Values' (1951, 2nd ed., 1963) and a theorem widiin 
it created the modem social choice dieoiy, a rigorous 
melting of social ethics and voting theoiy with an 
economic flavor. Somewhat forniidly, the "social 
choice" in the tide refers to Arrow's representation of 
how sociid values from tire set of indi\'i(kud orderings 
would be implemented under the constitution. Less 
formally, each social choice corresponds to the 
feasible set of laws passed by a "vote" (the set of 
orderings) under the constitution, even if not every 
indi\'idujd voted in favor of idl die laws. According 
to Arrow's "General PossibilitA^ Theorem," absent 
restrictions on either individual preferences or 
neutrality of die constitution to feasible alternatives, 
there exist no social choice rule that satisfies a set of 
plausible recjuireiiients. The result generalizes the 
voting i)aradox, which shows that majority voting 
may fiul to \ield a stable outcome. 

Unlike in the 1950s iind eiuiy 1960s when SMEs 
adorned a central place in the Plan models (eg. 
Midialanobis Model), the role of diis sector of the 
economy has now become more incideiitid. Under 
India's reform agenda, the focus today is on growth 
and competitiveness of MSMEs, juid otiier objectives 
are subsidiary to this core. In the MSME sector, the 
growth agenda is reflected through two key steps: 

(a) measures for enhancing competitiveness; and 

(b) safety nets, or the so called "inclusive strategies" 
meant for the so cidled 'unorganised sector'. 

The thrust on competitiveness in the MSME sector 
has been addressed through the recommendations 
of the Manufacturing Competitiveness Council. To 
help the MSMEs improve their competitiveness, 
the Government has also launched the NMCP. 
The schemes under this Programme are aimed 



at addressing the technology, marketing and 
skill up gradation needs of the sector, mainly in 
the Public-Private Partnership mode. One of 
the components under this programme is the 
application of Leiui Manufacturing Teclinok)gies for 
increasing competitiveness of firms by systematically 
identifying and eliminating wastes diroughout the 
entire business cycle. This would tiickle the factors 
inhibiting growdi, such as, inefficient use of resources 
resulting in poor product cjuidit}' accompanied by 
hidden high cost due to rejection iuid rework in 
the course of niiuiufacturing, building up inventory 
at the a various stages in the form of raw materials, 
work-in-progress, finished components, finished 
products, etc. Another component of tlie NMCP is 
design inten'ention through Design Clinic model. 
The main objective is bringing the SME sector and 
design expertise on to a common platibrm and to 
provide expert advice iuid solutions on reid-time 
basis, resulting in continuous improvement iuid vidue 
addition for existing products. Other iiiten'eiitioiis 
under the NMCP include, assistiuice for attaining 
Quality Standards and Certification, iiiii)roving 
use of ICT, and enhancing familiarity with IPR 
compulsions and benefits in the manufacturing 
sectors. 

Several Departments/institutions deal widi activities 
falling within the domain of the MSME sector, and 
offer a variet\' of support schemes. However, the 
benefits accrue largely to a small fraction of units 
that are registered. The Eleventli Plan Ai)i)roach 
Paper advocated a duid strategy' to ensure that the 
unregistered, micro, and small enterprises and 
I units other than cooperatives, iu'e encouraged to 
I get diemselves 'registered'. In fact, die provision of 
voluntiuy filing of 'Enterprise Menionuida' by micro 
and sniidl enterjjrises in the MSME Development 
Act, 2006, is a step in that direction. 

The basic objective of the Twelfth Five Year 
Plan (2012-17) is "faster and more inclusive, and 
sustainable growth". Among the thrusts meant for 
such an inclusive growth, faster creation of jobs, 
especially in niiuiufacturiiig, is a special thrust. The 
strategy for the industrial sector under the Plan 
admits that manufacturing performance is weak. 
The sector should grow at 11-12 per cent per year 
in order to create two million additioiiid jobs per 
year. Improvements in the regulatory framework. 




Public Policy, Progi ammes, and Performance 



reduction of transaction costs, transparency, and 
tlirust on innovation, iu'e importiint items in the 
Plan's strategy kit. Productivity enhancement 
through the cluster mode, and better consultation 
iuid coordination in industriiil i)olicy making, iu'e 
key imi)eratives. 

5.2. Labour Market and Policy Interventions 

Emplovment policy is centred to economic policy 
of all modern governments. Wliile labour market 
interventions help to enhance employability, a 
much more funchunental purpose is to influence 
the beha\'ior of tire labour nijuket itself, by planning 
for tire huniiui resources. A decision to reniJiin self- 
employed is a key vocationid decision diat need to 
be promoted dirough policy action. It is this decision 
which shapes tiie atomic "bottom of die pyramid" 
Entrepreneurship Development Programmes have 
a crucial role to play in this regard. Two Ministiies, 
Ministn^ of MSME and Ministn^ of Science and 
TechnologA', niidies inten'entions in this iirea. 

While, the labour market issues are simihir in both 
developed iuid develojjing countries, the OECD 
countries have made serious attem5)ts to understand 
the gravity,' of die problem through initiatives like 
Eurobaronieter Sui'veys. These studies examine in 
detiul, the feasibility of self-employment as a policy 
direction. It has been indicated tiiat, the preference 
for self-eniploTOient by the youth viiried between 26 
per cent (which is the lowest) in Nonvay, to 66 per 
cent in Italy (which was highest). Though India does 
not collect adecjuate explanatoiy data on the labour 
market, such i)reference in our country idso is (juite 
high, as it is revealed by the responses received for 
viuious self-emploTOient programmes. 

A policy option of grooming die job creators is a 
realization of die fact tiiat, tiie economy, in its present 
stage of develoi)nient, is not capable of creating 
adequate jobs for tiie additions to the labour force. 
The Eleventh Plan's target of a faster GDP growth, 
and the doubling of agiicultund growth, on the supply 
side, is expected to have increased the labour force 
by about .52 millions during the Plan period. At the 
1999-2005 female participation rates, the increase is 
estimated at 65 millions. Considering a backlog of 
about 35 million unemployed on a topical day, iuid 



since inclusiveness demands an agi'i-non-agi'i shift, 
the Plan emdsages atleast 65 million additionid non- 
agiicultund opportunities. This implied the need for 
accelerating tiie rate of non-agricultural enipk)TOient 
from the 1995-2005 level of 4.7 per cent to 5.8 per 
cent. The Plan, however, could not achieve this. 

Wliile the Eleventh Plan was expected to boost, in 
particular, labour-intensive manufacturing sectors 
such as food i)rocessing, leatiier products, footwear 
and textiles, and sendee sectors such as, tourism and 
construction, the significiuit productivitA^ differences 
between agricultural and non-agricultural sectors 
still remain a i)robleni. Labour producti\it)' in the 
orgiuiized sector is seven times that of unorganized 
non-agriculture. On the other liiuid, this sector, with 
its work force being 60 per cent higher now than in 
1993,has absorbed over 60 million new workers, 
mostly after 1990s. The Plan was optimistic to 
aclueve the 65 million tiu'get, taking adviuitage of tiie 
higher rund demand from a more rapidly growing 
agriculture. 

The kingpin of the Eleventh Plan's strategy for 
the unorganized sector was to make it expand. 
I Orgiuiised sector eniploviiient was expected to more 
I than double, both at a much lesser investment cost 
and disruption of existing eniplo^inent, if just 2 per 
cent of the unorganized enterprises crossed the 
threshold to the orgcinized sector. 

The empkninent generation schema for unorgjuiized 
sector in the Eleventh Plan was envisaged as 
follows: 1) Additionid non-farm unorganized sector 
employment opportunities for a work force of 
50 millions ; 2) Most of this employment has to 
come from the micro and smidl enterprises sector; 
3) additional, a 10 million surplus workforce was 
expected to move from agriculture to the non- 
agricultund inforniid sector. 

The new income opportunities in any economy 
ciui tiike two forms: (a) entrei)reneursliip, or (b) 
wage labour. Wliile tiiere are no studies available 
for estimating the first-generation entrepreneurship 
effect, the Eleventii Phm assumed that, technical 
training is a critical factor; hence the focus on 
skill training. Out of a totid of 60 million persons, 
not more than 25 per cent i.e 15 millions ciui be 
expected to become entrepreneurs during the 
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Eleventh Five Yeiir Plan. This meant for 45 million 
persons, opportunities will have to he created in the 
form of wage emploATnent. These could he through 
tiie micro-sniidl-medium iuid huge enterprises, retiiil 
trade, constiuction acti\'ities in tlie tourism sector or 
through tlie NREGP. Tiiking im average employment 
of two persons in unorganized enterprises, 15 
million new enterprises were expected to create 
an employment opportunities for iin additional 15 
million workforce. 

With an annual growth rate of 4.8 per cent for 
non-hum informal enterprises on a hase of 41.54 
millions, tire numher of such enterprises hy March 
2005 as given by the Economic Census was estimated 
at 45.62 million in 2006-07; this was anticipated 
to go up to 57.68 millions by 2012. According to 
NCEUS, same rate of growth is ai)i)lied lor the NSS 
55tii round data of 44.11 millions (1999- 2000), 
the figure would be 58.40 millions in 2006-07, and 
77 millions by the end ol Eleventii Plan. At the 
4 i)er cent growth rate estimated by DC(MSME), 
the number of such enterprises could be 58.40 
millions in 2006-07, and upto 70 million by the 
end ol Eleventii Pkm. For the 50million workers 
to be absorbed additionally in the unorganizednon- 
agriculture sector, the Eleventh Pkm has envisaged 
focus on labour-intensive manulacturing sectors 
such as food processing, leather products, footwear 
and textiles, and sendee sectors such as tourism 
and construction. The sendee sector iilso includes 
industry-related semces, business and tiade (retiul 
trade) transport services, etc. Assuming that not more 
than 20 per cent ol the surplus labour turn out to 
be entrepreneurs, approximately 10 millions were 
expected to join tlie entrepreneuriid stream. They, 
in turn, were to provide employment opportunity for 
anotiier 10 million people (empknment ol 2 persons 
per unit) iuid the reniiiining 30 million had to be 
absorbed in wage emi)lo\inent, like the NREGP. 

It is estimated tiiat about 1 0 million people engaged 
in agriculture iu'e suri)lus. Their nwgimil productirity 
is zero. Gainlul employment o])])ortunities will 
have to be found for them outside cultivation i.e. 
in non-farm enterprises eitiier as entrepreneur or 
workers i.e. either through sell-employment or 
emploTOient outside. Assuming agiiin 20 per cent 
ol these are assisted in setting up enterjjrises in 



the non-hum sector during Eleventh Plan, about 2 
million additioiiiil enterprises were iuiticipated to 
be set uj) by those persons. Assuming the per unit 
emplo\inent at 2 persons (as per Third Census 
ol SSI), the number ol enterprises which exist or 
needed to be set up as per the then estimate (Base 
2005) was be 24 millions, as agjiinst die then existing 
stock ol 58 millions. 

5.2. 7. Need for a Self employment Policy 

Sell employment, as a policy, is lashionable 
in the modern world. It appears in different 
forms in different countries. It is idso difficult to 
draw a scientilic line between providing income 
opportunities ol a sustiunable nature, iuid the poHticid 
agenda of sell employment promotion. In miuiy 
countries, 'zero interest' loans have been offered to 
socially vulnerable groups. In some states ol India, ol 
late, this has become lashionable. While lack ol sell 
emploATOcnt opportunities may seriously aggravate 
the pains ol slow dorai in the economy, there is no 
guarantee that sell emploAinent will scientilically 
address the problem. Given these imperatives, it is 
necessaiy to have a sell employment policy in India. 
In lact, diis policy need to be dovetiuled with a labour 
market policy. 

5.2.2. Employability Question 

While the 'demand and supi)ly' discussion on 
employment is usual, employability, ol late, has 
emerged as a key issue. Unemployabilit\' appears 
to be a wider problem than unemployment itsell. 
It stiites that, skill deficit could be more diingerous 
thiui infrastiucture deficit as it iuiiplifies inecjuidit^'." 
Unless there is a radical overhaul in the education 
iuid ti'aining system, this issue cannot be solved," 

The skill deficit repairing costs in India has been 
estimated at Rs.4.90-lakli crores over bvo years. The 
current budget covers only 25 per cent ol this. The 
study points out that , 53 per cent of employed youth 
suffer some degree of skill deprivation but only 8 per 
cent iu-e tj^picidly unemployed; 57 per cent suffer 
from some degree of unemployabilit\' This situation 
perpetuates inecjuality ol op5)ortunit)'. Repairing 
this needs money, but money not accompanied by 
structured clijuiges, will be ineffective. 
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The poor HRD regime has been attributed to the 
demiind-supply mismatch with 90 per cent of the 
employment opportunities recjuiring vocational 
skills. Almost 40 per cent of tlie working youtli in 
the 1,5- 70 age group were found to be illiterate and 
only 7 per cent in the 15-29 age bracket were found 
to have received some form of vocational training or 
techniciii education. According to some estimates, by 
spending just 1 0 per cent of GDP(Rs. 4,90,00 crores) 
on skill repjiir , the countr\' would be able to generate 
extra income of 61 per cent of GDP (Rs. 17,51,487 
crore) for tlie current unemployable youth. 

While tire 'emploA'iibilitj'' i)roblem is a much genenil 
a phenomenon in a growing economy, it has serious 
implications for the prospects of MSMEs. As a 
growing economy the recent tendency in India is 
towards polarization of development, which also 
implies much greater migration towju ds the pockets 
of development. The enhanced opportunities and 
greater communication facilities contribute to greater 
attrition. The impact of attrition ciui be brought down 
only through a greater skilling process. This 
happens only at a much lower rate among SMEs 
due to: 1) poor capacit>' of these units to spend 
on tniining; and 2) limited incentive on the piirt of 
labour to go for such training. 

Energising the labour force and milking it aware 
of the constniints and opportunities of the MSME 
sector, iu'e vitiii for insuring industrial peace iind for 
enhancing productivity. 

5.3. Regulatory Framework 

Putting in place, a regulatoiy framework for the 
MSME sector, implies, pro\iding the conditions for 
the orderly development of that sector. Historiciilly, 
in India, one cjm find both a proactive and reactive 
stream of regulation. The IDRA Act (1951) forms 
the backbone of tlie regulatory fhunework appKcable 
to MSMEs in the countiy. Wlrile the Act specifies a 
specific space for tlie MSME sector, otlier legislations 
relating to labour iuid tiixation ai e common to SMEs 
and the large sector. 

The policy of product reservation of items for 
exclusive manufacture in the sniiill-scale sector was 
initiated in 1 967 widi 47 items. This policy provided 



protection to sniiiil-scale units agiiinst large/ medium 
scale undertakings, including multinationals, who 
iire not iiilowed to niiuiufacture these items except 
under 50 per cent exjjort obligation. 

The Government has tiiken major policy measures 
since the early 1990's for niiiking Indian industiy, 
including its crucial small sciile sector, competitive 
to unleash its growdi potential. One of the crucial 
measures has been the gradual, removal of 
restriction in the form of resen'ation of items to 
be exclusively produced in the sniiill senile sector. 
This policy has been undertiiken essentially to: 1) 
increase the competitiveness of industry; 2) facilitate 
adecjuate flow of credit; 3) upgrade technology so 
that the product produced are of world class iuid 
competitive in the global ni;uket; 4) enable Indiiui 
industiy to compete with imports; and 5) achieve 
economies of sciile; and 6) promote creation of job 
opportunities. 

The pace for de-re sen-ation of items has accelerated 
since 2005. In order to pro\ide statutor\' backing 
to product resen'ation, the IDR Act was iimended 
in Miuxii 1984, empowering the Government to 
resei've items. This necessitated the constitution of 
an official Advisory Committee on Resen'ations, 
with the Secretary (SSI) as its Chairman. On 
the recommendations of this Committee, the 
Government of India, following several previous 
notifications, desen'ed 125 more items on Miucli 
13, 2007, leaving only 1 14 for exclusive niiinufacture 
in the MSE sector. 

The major strategy to address unemployment in 
India is through self-employment programmes. 
Wliile PMRY is a major i)rogramnie addressed 
to educated unemployed, the REGP is meant to 
achieve the same results in the specific context of 
the rural iireas. They have, of late, been merged. For 
speciidised category of unemployed people, such as 
iirtisans and craftsniiui, speciiil programmes have 
been designed by the Office of the Develoi)nient 
Commissioner (Handlooms). Poverty reduction 
projects implemented through the Ministry of 
Rural Development and the Ministry of Urban 
Development are essentially self employment 
programmes, though they are implemented eidier 
on a collective basis or individual basis. 
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6.0. Some Gaps in National Policy: Ensuring 
Competition 

A chiiracteristic feature of MSMEs is their relative 
weaknesses relating to competition with large 
businesses. Therefore, all progressive governments 
today initiate steps in order to pro\'ide tliem some 
protective emdronment. In tlie era of globalization, 
where a level -playing ground is generally assumed 
in all economic activities, the possibilities of 
discriminatoiy practices in policy iire also limited. 
While MSMEs iire a subject of sociiil priorit\', and 
their role in the economy being appreciated, the 
only possible way of accommodating tire MSME 
concerns is by providing a specific policy space for 
these enterprises. 

In India, the MRTP Act of 1 969, specified restrictive 
practices as they applied to the corporate sector. 
The Act was replaced by a Competition Act in 
the year 2002, to which the President accorded 
assent in Januaiy, 2003. The Act has essentially 
four components: Anti - Competition Agreements; 
Abuse of Dominance; Combinations Regulation; 
Competition Advocacy. 

The Com])etition Act pnnddes, keei)ing in xdew of 
the economic develoi)ment ol tlie countiy, for the 
establishment of a Commission to prevent practices 
ha\'ing adverse effect on competition, to promote 
and sustiiin competition in niiukets, to protect the 
interests of consumers and to ensure freedom of 
trade carried on by other piirticipjuits in markets 
in India, and for matters connected therewith 
or incidental tiiereto. The Act was subsequentiy 
amended by the Competition (Amendment) Act, 
2007. In accordance with the provisions of the 



Amendment Act, the Competition Commission 
of India(CCI) and the Competition Appellate 
Tribunal have been established. The CCI is now 
fully functional with a chiiirperson iuid six members. 
The {jroxdsions of the Competition Act relating to 
iuiti-competitive agi'eements and abuse of dominant 
position were notified on May 20, 2009. 

To achieve its objectives, the Competition 
Commission of India endeavors to: 1) make 
the markets work for the benefit and welfare of 
consumers; 2) ensure fair and healthy competition 
in economic activities in the countrA^ for faster iuid 
inclusive growth ; 3) implement competition policies 
with iui aim to effectuate tire most efficient utilization 
of economic resources; 4) develop and nurture 
effective relations and interactions with sectoral 
regulators to ensure smooth iilignment of sectoral 
regulatory laws in tandem with the competition 
law; and ,5) effectively carry out competition 
advocacy and spread the information on benefits 
of competition junong jill stiikeholders to establish 
and nurture competition culture in Indiiui economy. 
The Competition Act, however, does not make 
any mention regiu'ding the MSME sector, and the 
specific issues in its context. 

Much before the above legislation in India, many 
other countries have identified a space for MSMEs 
in their competition 5)olicy. For instance, the 
Government of Indonesia has created a policy 
direction in which, the SME role has been specified 
as follows: 

"Supporting cooperatives and Small and Medium 
Enterprises by gixing facilities selectively especially 
in protection of unfiiir competition, giving education 



How to Have a Level Playing Field? 



The liberalisation policy in India has often been rationalised in terms ol creation of a level 
I)la\ing field for the MSMEs. It is often iu'giied to have enhiuiced the comi)etitiveness of MSMEs. 
While the evidences available from various sectors and sub-sectors indicate that enb epreneurs 
today are more aware of the challenges, iui objective environment of competition in yet to tiike 
shape in the countiy. It can happen only through iin appropriate Competition Policy for the 
MSMEs. Countries like Soutii Africa, Indonesia iuid South Korea have already moved fonviird 
in this direction. 



Source: India Micro, Srmdl mid Medium Enterprises Report 2012 
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and tniining, business iuid technologA' information, 
capital and location, and creating conducive 
business climate and providing business great 
opportunities". 

The above stiitement is reflected in Liiw Concerning 
Smiifl Busmesses {Urn No: 9/ 199,5) and Article 50, 
of Indonesia's Competition Law, which exempts 
small-scale enterprises from the provisions of 
the Comi)etition Law. Accordingly, article 6 (b) 
specifies a climate related to a competitive aspect 
and stipulates law and regulation to: 

(1) increase cooperation among small enterprises 
in the form of cooperatives, associations, and 
business groups to strengthen their bargaining 
position; 

(2) prevent formation of a market structure that 
create unfiiir competition environment, such 
as monopoly, oligopoly and monopsony that 
will cause disadvantage to small business; iuid 

(3) to prevent a market monopoly iuid business 
centralization by certain groups that are 
debimentiil to sniJill enterprises. 

The South African Competition Act 89 of 1998, 
which became operative in 1999, reflects the 
Government's aim to incorporate pjuticuhu" public 
interest policies that reflect the changing socio/ 
economic iuid politiciil context within which the Act 
was promulgated. One of the Act's explicit pui^joses 
is to "ensure that small iuid medium-sized enteiprises 
have an equitiible opportunit\' to participate in the 
economy". Such i)olicy considerations iue embodied 
in certiiin provisions of the Act, which is interesting 
from the perspective of a developing country' with a 
fledgling competition regime. Nejuiy five yeju's on, 
it is useful to exiimine how die Act has fiired. 

The Act lists a plunility of goals, including: (a) to 
promote the efficiency, adaptability and development 
of the economy; (b) to pro\'ide consumers with 
competitive prices and i)roduct choices; (c) to 
promote employment and adviuice the social and 
economic welfare of Soutli Africjms; (d) to expand 
opportunities for South African participation in 
world markets and recognize the role of foreign 
competition in the Republic. Prinijuily therefore, 
the Com])etition Act seeks to iiiiLximise consumer 



welfare by elficiently allocating resources, whilst 
furthermore incorporating amongst its goals the 
furthering of certain socioeconomic objectives. 
(Whisli,2001). Two additional purposes of the 
Act, state specifically: (e) "to ensure that small 
and medium-sized eiiteri)rises have an ecjuitable 
opportunity to participate in tlie economy; and (f) to 
promote a greater spread of ownership, in pilrticuliir, 
to increase the ownership stakes of historically 
disadviuitaged persons." 

Under the Law, all mergers, above a defined 
threshold, must be notified to the Competition 
authorities. The thresholds for parties to notify 
mergers, set by the Minister of Trade and Industiy, 
iire determined by the totiil assets or turnover of 
merging parties. 

6. 1.The Current Status of National Policy 

A stock tiiking ol the current status of MSME policy 
iuid i)rogrammes at die natioiiid level is cruciid from 
the point of \'iew of understanding, where diey lead 
us to. Moreover, being a State subject, it is rucial 
that the national policies get shaped jmd perfected 
out of regional experience and lessons, than tiie 
other way round. Being the pioneer of MSME 
development strategies in the countn',Gujiirat has 
several leiuiiings to offer to the rest of Lidia and at 
the natioiiid level. 

As at the beginning of 20 1 3, the tiirust of die national 
policy is as follows: 

1 . Cluster focus iuid focus on collective efficiency 
sti'ategies; 

2. There is a significant realization,though rather 
late, of the limitations of the post 1990s 
programme of industrialization, and the 
slowdown in niiuiufacturing. 

3. The National Miuiufacturing Competitiveness 
Programme (NMCP) has a thrust on 
manufacturing, but there has not been a 
significant thrust on MSME manufacturing. 

4. Preferential purchase of products from the 
MSME sector has been liigliliglited more 
recently; however diis needs to be geared up. 

5. There has been a significiuit focus on micro 
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sector of enteqirises over the past one decade. 
But this thrust has not got crystaUized into 
initiatives that help to geiu" up the capabilities 
of this sub sector. The focus remains largely 
on fniimce. 

6. IPR remiiins a core area of policy attention at 
the nationiil and sub -national level in countries 
like China. In fact, even with the initiatives 
under NMCP, concrete initiatives iu'e yet to 
come up. 

7. External orientation of MSMEs, despite their 
significant contribution on the export, front, 
has not gjiined adecjuate policy attention. It is 
possible to gear up initiatives in this area. 

8 . Biuiks in die country iu'e yet to establish a sti'ong 
business case witli tlie MSME niju'ket. Beyond 
routine initiatives of business promotion, 
initiatives relating to product development 
need to be geiired uj). 

9. There has not been a serious effort to step up 
fimmciiil inclusion specific to the MSME Sector. 
The numbers of MSME accounts still remain 
stagnant, though there has been a significant 
policy thrust on financiiil inclusion. 

1 0. MSME visibility in the policy space still remains 
a badly neglected area. Two vital missing 
links iu'e, communication iuid advocacy. It is 
in this context that the role of India MSME 
Communication Programme needs to be 
understood. 

11. There is much gap between the cup and 
lip: Development orientation of the 1970s 
and banking of the new centuiy stand apart. 
Development banking is practically dead. 
Bridging this gap is a chiillenge, both from 
the i)oint of \'iew of directing development, as 
idso for finding new miirket opportunities for 
fmiuicial institutions. 

7.0. Promotion and Development 

Promotion and development is another crucial 
area being pursued by all modern governments. 
It implicitly means direct action for orderly 
development of the sector. Programmes meant 



for promotion and development have been of two 
categories: (a) Direct prognunme of the Ministiy 
of MSME; and (2) those implemented through 
tire Office of the DC(MSME). Besides, tiiere are 
idso a few prognuiimes implemented through tiie 
National Science and Technology Entrepreneurship 
Development Board (NSTEDB) under the Ministry 
of Science and Technology, SGSY, implemented 
through the Ministry of Rural Development, 
Haiidloom programmes implemented through the 
Miiiistr\' of Textiles, and the Pro gramme -U SEP, 
being implemented by the Ministry of Urban 
Development. 

Both the Central and State governments have their 
progi'iuiimes for MSME development. However, the 
centrally sponsored i)rognmimes are the dominiuit 
ones in most states. Industrial Cluster Develoi)ment 
Programme has been reported to be the largest 
centrally sponsored programme in the Countiy. 

Another reniinkable feature has been tiie significiuitiy 
low share of investment in MSME sector in the 
Budget of most states. Besides, as <m aiiidysis of state 
budgets show, only ,5 states, \\z, Gujarat, Hiuyaiia, 
MaliiU'aslitra, Punjab and Rajasthiui, spend less tliiui 
40 per cent of their budget on VSI sector; idl others 
are heavily dependent as the MSME sector. This, 
alternatively, indicates that i)ublic policy at the State 
level has a crucial role in shaping die MSME sector 
regioiiidly. 

A case for SMEs is often argued in terms of two 
key objectives (1) eniploTOieiit; and (2) balanced 
regional development. However, in a globalized 
environment, these objectives are more indirect 
thiui direct. Therefore, a review of these background 
factors is vitid for drawing a progi'ess cliiut of MSMEs 
in the country. Besides, i)rogress is also measured in 
terms of one's own perceptions. Growth indicators 
(exports, production, employment etc.) have 
genendly been used as indicators of perforiiiiuice. 
However, the structural changes in the economy jue 
more cruciid to be reckoned and examined. 

8.0. Gujarat's Track Record of MSMEs 

Wilde it is importiuit to examine the track record 
of Gujarat in relation to public {jrogrammes and 
policies, there is not much secondary data that 
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is appropriate to the context. Though tlie figures 
emerging from tlie Fourth MSME Census has now 
become rather dated, it gives some indication on 
where Gujiirat is placed in a comparative setting. 

8. 7 . Outward Orientation 

External orientation of firms has been a major focus 
of industrialization strategy' in Gujarat. There is no 
comprehensive data base on MSME exports. GIDC 
has provided some data on MSME exports, which 
indeed is useful for the present discussion. 

Based on the level of technology, industries for 
tills discussion can be di\'ided into the following 
categories: Categoiy I: Of higher level of technology, 
tills includes, clieniiciils, phiirniaceuticiils, electrical 
ecjuipments, machineiy & ecjuipment and transport 
equipment; Category II: This is a Medium 
Technology categrory, including, basic me tills, coke 
& petroleum products, rubber & plastics iuid other 
non metallic mineral i)roducts; Category III: This 
belongs to a lower level of teclinolog\', including 
food products, beverages & tobacco, leather, textiles, 
publishing & printing pulp & paper and other 
manufactured items. 

In most of the MSME sub sectors (excepting for 
foods products , other manufacturing, i)ublisliing 
& printing and textiles & textile products) the 
proportion of exporting firms has risen between 
1990s iuid the following decade; the rise has been 
above lOpercent in sectors such as, pe troche miciils, 
leather & leather products, pulp & paper products 
and transport ecjuipment. In value terms, there 
has been over seven fold increase in the listed 
industries. This, to large extent, ciui be attributed 
to the remarkable growth in coke & petroleum 
products, drugs iuid phiiniiaceuticjils, food products, 
machineiT & ecjuipment and the other non metiillic 
minenil products. Export intensities estimated for 
the State 's industr ies show that similar set of industry 
groups have imjjroved during 2000-08 as against 
1990-99 . Coke & petroleum products, basic metal 
products , chemicals and chemical products, drugs 
& pharmaceuticals and other manufacturing have 
been prominent sectors where export intensities 
have gone up sigriificiuitly. 

The relative position of export perforriiiuice shows 
that, mainly the large and medium enterprises 



have improved their position of exports; SMEs 
need to improve their position. However, as one 
looks into the value of exports during the same 
period, it is cleiir that while, essentially, the kirge 
firms have i)erforriied better, kuge number of such 
industry groups came under the medium- tech or 
low-tech sectors iuid often engaged in rii;mufacture 
of intermediate goods. Hence, the emphasis on 
external orientation has not seemingly encouraged 
a move towju'ds high-tech manufacturing, excepting 
mainly for the pharmaceuticals. 

9.0. MSME Programmes and Schemes in 
Gujarat 

The objective of the MSME programmes, as laid 
down at the national level, iue: (1) to pro\'ide for 
facilitating the promotion ; and (2) development 
iuid enhiuicing the competitiveness of micro, small 
iuid riiediurii enterprises. The public i)rogr'iuiinies of 
MSME promotion in India, as iilready rioted, should 
be \'iewed in the light of the over iill regulatory regime 
in die country^ On lines of die above objectives, diere 
iu'e tivo broad ai)5)roaclies under the promotioriid 
regime: (a) individuid efficiency approach; ;md (b) 
collective efficiency approach. In addition to this, 
there are also some general programmes which 
are not clearly focused on any specific efficiency 
criteria. 

9.1 . Collective Efficiency Programmes 

Unlike in an individual efficiency approach, this 
approach focuses on the commonalities of firms 
operating in a localit>' (cluster). The total efficiency 
of these firms, as a group, are enhanced through 
hard and soft interventions. Both at the stage 
ofproduction and marketing, these iriter'\'eritions 
provide economic gains to the group, through 
initiatives such as common procurement of raw 
materials and collective riiiirketirig. Soft interventions 
such as common negotiations on i)rice of die finished 
product and raw materials also help. 

A cluster is generally identified by the product (or 
product riuige) iuid the place where it is located. 
The presently adopted approach for Cluster 
Development consists of drawing lessons from die 
experience of successful clusters, juid tiieri replicating 
them through building up of local capabilities with 
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Table 4.2. Vital Statistics on MSMEs in Gujarat (2006-07) 



Sr. No 



Item 




Unit 


Value 


i^ovenigc I 








i) Number of Registered Units 


Rural 


No. 


57851 


Urban 


No. 


229577 




Combined 


No. 


287428 




ii) Number of Sun'eyed Units 


Rural 


No. 


46797 


Urban 


No. 


182941 




Combined 


No. 


229738 




iii) Numlier of Closed Units 


Rural 


No. 


7455 


Urban 


No. 


27490 




Combined 


No. 


3494,5 




iv) Number of Not Found Units 


Rural 


No. 


3599 


Urban 


No. 


19146 




Combined 


No. 


22745 





Employment 

i) Miile 

ii) Female 

iii) Persons 




Rural 

Urban 

Combined 



Emi)loyment by Social Group 
i) SC 
li) ST 
ill) OBC 

iv) Others 

v) All 



No. 
No. 
No. 
No. 
No. 
No. 

No. 
No. 
No. 
No. 
No. 



1191213 
98816 
1290029 
248379 
1041650 
1290029 

144483 
213113 
385719 
546714 
1290029 



Soiuce: Deparment of Industries mid Mines, Gist of Report on MSME Census, Gujaiat(2006-07) 



the active participation ol viuious Cluster Actors such 
as small-scale industrial units, SME Associations, 
BDS providers, policy makers etc. 

Micro and Sniiill Entei^jrises -Cluster Development 
Programme (MSE-CDP)' is being implemented for 
holistic and integrated develoi)ment ol micro and 
smiill enterprises in clusters through Soft Inten-'entions 
(such as diagnostic study, capacity building, miu'ket 
development, export promotion, skill development, 
technology upgradation, organizing workshops. 



seminars, training, study visits, exposure \'isits, etc.). 
Hard inter\'entions (setting up ol Common Facility' 
Centers) and Infrastructure Upgradation (create/ 
upgrade infrastructural lacilities in the new/existing 
industrial areas/ clusters ol MSEs). 

Assistance is pro\'ided lor the foUoMing activities 
under the scheme- 

(i) Preparation ol Diagnostic Study Report with 
Government of India (Go I) grant ol mitximum 
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Rs 2.50 lakh. 

(ii) Soft Inten'entions wdth Gol gi'iuit of 7,5% of the 
sanctioned iunount of die niiiximum project 
cost of Rs 25.00 liilili per cluster. For NE & Hill 
States, Clusters with more tliiui 50% (a) micro/ 
village (b) women owned (c) SC/ST units, the 
Gol grant will be 90%. 

(iii) Debiiled Project Report (DPR) with Gol grant 
of maximum Rs 5.00 lakh for prepjuation of 
a technical feasibility and financial \'iability 
project report. 

(iv) HiU'd hiten'entions iu die fonn of tiuigible assets 
like Common Facilit\' Centr e having machineiy 
iuid ecjuipment for critical processes, research 
iuid develo5)iiient, testing, etc. with Gol grant 
upto 70% of the cost of project of niiLximum Rs 
15.00 crore. For NE & Hill Stiites, Clusters with 
more than 50% (a) micro/ village (b) women 
owned (c) SC/ST units, the grant will be 90%. 

(v) Infrastructure Development with Gol grant 
of upto 60% of the cost of project of Rs 10.00 
crore, excluding cost of land. Gol grant will be 
80% for i)rojects in NE & Hill Stiites, industrial 
iu'eas/ estates with more than 50% (a) micro (b) 
women owiied (c) SC/ST units. 

(\'i) The Gol assistjuice sliidl idso be available to 
Associations of Women Entrepreneurs for 
establishing exhibition centres at central places 
for display and sale of products of women 
owned micro and sniidl enterprises @ 40% of 
the project cost. 

Gujarat's specific collective efficiency oriented 
prognuiiiiies are as follows: 

9. 7. 1 .ClusterDevelopment Programme 

In Gujiuat, there are over 60 geographical clusters 
covering 30 different tj^jes of industries. Some of 
the important industrial clusters are: (1) Jiunnagar 
Brasparts; (2) Nandesari Chemicals; (3) Surat 
Diamonds, textiles; (4) Morbi Flooring tiles, 
wall clocks; (5) Rajkot Machine tools, diesel 
engines; (6) Unja Mehsana Isabgul; (7) Ahmedabad 
Readyniade garments; (8) Amreli/Junagad Oil; 
(9) Vallabh Vidyanagar Oil paints; (10) Patau 
Patola saree; (11) Bhavnagar Salt/ salt based 




acti\'ities; ( 1 2) Jetf)ur Textile processing; (13) Vapi/ 
Ankleshwar Chemicals; (14) Valsad Tur dal; and 
(15) Makarpura Engineering iiidustr\' 

The approach of cluster-based development has 
helped in iiiipro\'ing cost competitiveness of the 
industries by way of creating common facilities, 
developing market centres and brand names and 
promotion of skills. Taking into consideration the 
role of cluster in generating productive eniploTOient 
opportunities throughout the year as also towards 
preserving traditional 5)roducts of the country, it is 
necessary for all the agencies to make co-ordinated 
efforts towards the development of clusters. 

Traditionally speaking, the handicraft scenario in 
Gujarat consists of textile based items viz.. Artistic 
Weaving, Patola Sarees, Hand Block Printing on 
Mulniul, various embroideries on cushion covers, 
wall hangings, bed sheets, etc. From the field ol 
Non-Textile items, it is Wood Cai'X'ing, Artistic 
Puppets making, Pataras, Brass and White Metal 
Inlay Items, Manjuetry Boxes, etc. The 'Ajrakh' 
resist printing of Anjar and Dlianiadka in Kutch are 
well known. The doniinanat motif is of the Mother 
Goddess in her many forms and aspects. 

The major handicraft products in the Stiite are 
Anjar Print, Batic Print, Bandhni (Tie and Dye), 
Woolen Hanida, Embroidery, Bead Work, 
leather tanning, terracotta clay work, pearl work, 
j silver work, wood cai"\'ing, soft toys, metal work, 
I jewellery etc. The important handicraft clusters in 
the State are: (1) Dangs Bamboo work Mundra, 
Kutch Terracota; (2) Idar, Sabarkantha Wooden 
Toys Nirona, Kutch Laccjuer work; (3) Jaiiinagar: 
Bandliini work Sanklieda, Vadodra Laccjuer work; 
(4) Jasdaii, Rajkot: Oxidised Metal work Than, 
Sureiidraiiagar Terracotta; (5) Sabarkantha; and 
Terracotta Kliavada; and 6) Kutch Baniii/leatlier; 
Embroidery 

I 9. 1.2.Gujarat Industrial Policy 2009 

Gujarat Industrial policy 2009 seeks to create 
adecjuate pro\'isions which aim at upgrading and 
improving the status of infrastructure in the State. 
The Policy is an integrated one wherein there 
is a mix of Centrally sponsored schemes, as well 
j as specific add- on components by the State 
' government. Thus, in order to achieve the goals 
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Table: 4.3. Basic Economic Variables on MSMEs in Gujarat (2006-07) 



^Sr. No Item 


Unit 


Viilue 


1 


1 Ovraership of Units by Sex : 


i) Miile 


No. 


2()()l()y 




ii) Female 


No. 


23629 




iii) Persons 


No. 


229738 






c 

5 
7 

r 



Organization TA'pes 

i) Proprietoiy 

ii) Partnership 

iii) Private Ltd. 

iv) Otliers 

v) Total 

Market Value of Fixed Assets : 

i) Value 

ii) Per Unit 

Originiil Value of Plant & Machinery 

i) Vdue 

ii) Per Unit 




Rs. Crore 
Rs. Lakh 



Gross Out[)ut : 

i) Value 

ii) Per Unit 



Totiil Input : 

i) Vidue 

ii) Per Unit 



Rs. Crore 
Rs. Lakh 



Gross Value Added 

i) Viilue 

ii) Per LInit 

Net Worth : 

i) Value 

ii) Per Unit 




Rs. Crore 
Rs. Liikli 

Rs. Crore 
Rs. Lakh 



19L571 
7105 
8232 
22830 
229738 



22084 
9.61 




31240 
13.6 




14777 
6.43 




18895 
8.22 



Source: Deparment at Industries mid Mines, Gist c 

of the Policy, theGovernment has announced 
various schemes such as empowerment of clusters, 
assistiuice for quality upgradation, subsidy for R&D 
activities, interest subsidy to SMEs, organizing of 
annual Global Investors' Meet etc. 

9. 1.3.Mission Mangalam 

Mission Mangalam,launched on the occasion of 
the Stiite's Golden Jubilee celebrations in 2010, is 
basiciilly iui integrated poverty iille\'iation approach 



Report on MSME Census, Gujm-iit(2()06-07) 

in a demand-driven convergence mode. It aims 
to channelise the critical mass of resources and 
mitigate povert\' by creating a single platform for 
stiikeholders. The idea is to integrate Sakhi Mandals( 
self-help groups) into the corporate value chain, 
thereby generating a win-win proposition for all 
the stakeholders. In the next three to five years, 
under Mission Miingcilimr , the State aims to create 
livelihoods for about a million peojjle, in the rural 
sectors, dirough self-emploTOient. 
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Table 4.4.: Productwise Distribution of Exporting MSMEs 


Product Cafcigory 


1990-99 


2000-08 


Basic metal & metiil products 


41.89 


61.82 


Chemiciil & chemiciil products 


60.20 


63.70 


Coke & petroleum products 


,58.10 


82.17 


Diversified 


80.,56 


91.67 


Drugs & pharmaceuticals 


68.00 


77.37 


Electiical & optical Equipment 


,52.26 


,58.42 


Food products, beverages & tobacco 


,54.77 


49.85 


Leather & leadier products 


66.67 


88.89 


Machineiy & ecjuipment 


65.60 


69.44 


Other mimulacturing 


80.99 


73.16 


Other non metallic mineral 5)roducts 


65.00 


72.17 


Publishing & printing 


,54.81 


52.92 


Pulp & paper products 


17.16 


33.51 


Rubber & plastics 


47.18 


51.64 


Textile & textile products 


59.68 


58.86 


Transport ecjuipment 


59.45 


74.13 


Wood & wood products 






State's share 


57.26 


62.29 


Source: GIDC(20ll) 



The aspect ol mobilization ol the poor people 
is ensured through Sakhi Mandals or Producer 
Groups (PGs) or Sendee Groups;the convergence 
of developmentiil activities iire tiiken care ol by the 
Gujiuat Liveliiioods Promotion Compiiny (GLPC), a 
PPP (Public-Private-Partnership) compjuiy registered 
under the Companies Act 1956. The GLPC works 
in tmdem with tlie network ol Saklii Miuidals or Sell 
Help Groups (SHGs) and collaborates with large 
industries. So, strategic partnerships with banks, 
professiomil institutions, skill-development agencies, 
industiT associations, etc pro\'ide finance, skills and 
market information to SHGs. 

Mission Miuigjiliun has juound 2, 38,937 operatioiijil 
Saklii Miuidals as on date, covering more tliiui 29 
lakli rural households. The bank sa\'ings ol these 



Saklii Miindals have reached die iiiiu'k ol Rs. 400 
crores. Biuiks have extended credit support to the 
tune ol Rs. 1100 crores Thus, an overall capital 
support ol Rs. 1500 crores has been made aviiilable 
to the Saklii Maiidids through Mission Miingakun. 
Tliis has empowered the Sakhi Mandals to undertake 
economic acti\'ities in the fomi ol micro-enterprises, 
as the average fund availability' has increased now to 
Rs. 62,500 per Siiklii Miuidal as coiiipiued to just 
Rs. 18,000 prior to the launch of Mission Mangalam. 
Around 58,000 Siddii Miuidids have been graduated 
to nieiiniiigtul micro-enterprise activities pnndding 
livelihood to more than 6 kddi rural households. The 
remaining are at various stages of social mobilisation 
activities, trainings iind backwiird-forward market 
linkages. 
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Table 4.5: Export Performance of Gujarat (in Rs. millons) 



^ Product Categories 


1990-99 


2000-08 


Basic metal & metiil i)roclucts 


1109.29 


8413.35 


Chemicid & chemiciil products 


2417.6,5 


8498.7 


Coke & petroleum products 


1248.15 


45058.72 


Diversified 


12.41 


26.60 


Drugs & pharmaceuticals 


668.15 


2876.87 


Electiical & optical Equipment 


213.26 


748.15 


Food products, beverages & tobacco 


512.78 


1691.13 


Leather & leadier products 


0.25 


0.47 


Machineiy & ecjuipment 


380.05 


1130.47 


Other mimufacturing 


1699.07 


6,552.71 


Other non metallic minend 5)roducts 


665.51 


1647.81 


Publishing & printing 


7.23 


52.39 


Pulp & paper products 


14.79 


97.04 


Rubber & plastics 


187.27 


653.68 


Textile & textile products 


1817.65 


3922.84 


Transport ecjuipment 


93.89 


505.81 


Wood & wood products 


11047.47 


81876.8 


Stiite's share 

V 


11047.47 


81876.8 



Source: GIDC(2011) 



9.1 .3Jyotigram Scheme 

GujiU'at's i)ioneering Jyotigram scheme emisages 
ensureing 24x7 domestic electricit\' to ;dl villages. It 
has contributed significiuidy to the growth of existing 
and new enterprises, generating new livelihoods and 
jobs. The Project seeks to enhance tire didly output 
of such enterprises, creation of local employment 
opportunities, and reduction in working capital 
recjuirements. Wliile irratic power sui)i)l>is a major 
consb'aint for SMEs in most parts of the countiy^, iuid 
even in electricity surplus states like Andhra Pradesh, 
Gujiu at has gained the reprutation of ha\'ing gained 
great goodwill on this account through scientific 
management systems. 



9.1.4. MSMEDAct2006 

The State Government had revised SSI Act as 
MSMED Act 2006 (Micro Smalland Medmm 
Enterprises Dev.) with effect from October 2, 2006. 
According to officiid figures, during October 2006 
to 31 October201 1, as miuiy as 103591 micro, sniidl 
dnd medium enterprises have been registered widr dn 
investment of ~ 42255.54 crores. and emploTOient 
generation of 12 lakh jobs. 

9. 1.5. Special Economic Zones 

As per Board of Ai)i)roval (BOA) in MOCI, 
Government of India has accorded approvids to 
60 SEZs in Gujarat as at tire end of September 
2009. The total proposed investment by the SEZ 
Developers would be around Rs. 2,67,374 crores. 
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Gujarat: Promotional Schemes for the MSME Sector 
State level Schemes 

1 . Shri Vajpayee Bankable Yojana 

2. Jyoti gramodyog Vikas Yojana (niiirgin money bankable scheme) 

3. Manav kiilyan Yojana 

4. Cai7)et IndustriesProgramme 

,5. Village tannery dnd Haying centre 

6. Gnunodyog Vikas Kendra 

7. Promition ol co-operative sector (package yojana) 

8. Cluster development scheme 

9. Handlooms schemes 

10. Cottage industries tniininig centres 

1 1 . Intensive Himdloom Devlopment Programm 

Centrally Sponsored Schemes 

1 . Prime Minister's EmploTOient Genration Programme (PMEGP) 

2. Centrally Sponsored Schemes for Hiuidloom Weavers 

3. Mill Gate Price Subsidy 

4. Hiuidlooms Weavers Comprehensive Welfare Scheme 

1 . Mahatma Gandhi Bunkar Bima Yojiuia (Mgbby) 

2. Health Insurance Scheme 



9. 1.6 Investment Promotion Summit 

'Vibrant Gujarat' is a biennial Summit held by 
the Government of GujiU'at,. The event is aimed 
at attracting investments in the State by bringing 
together domestic as also overseas business leaders, 
investors, corporations, thought leaders, and policy 
and opinion milkers. The first such Meet was held 
in 2003, iuid the fifth in tlie series was orgiuiised in 
the year 2011. 

9.1.7. District Co ordination and Monitoring 
System 

District Industries Centres (DIC) provide all 
assistance under one rool to the entre5)reneurs 
and also to the prospective entrepreneurs. At 
district level, there is" District Industriiil Executive 
Committee" witli Member ol Piuiiiunent or Collector 
as Chairman. This committee meets periodically to 
discuss and solve the problems ol industrialists. 



In order to achieve better coordination, a Single 
Window Industries Follow up Team (SWIFT) 
has been constituted in iill the districts under the 
chiiirmanship ol the district Collector . Moreover, 
under the Citizen's Cliiuter, proper guickmce dnd 
authentic intormation is given to appliciuits. Though 
the Single Window System is a national pattern as 
emdsaged by tlie MSMED Act 200(3, it is practically 
much less elfective in most other Stiites. 

9. 1.8. Market Development Schemes 

The Gujarat State Handloom and Handicrafts 
Development Corporation markets the products 
under the brand name ol Gani- Guijari through 
its outlets in viu'ious cities across the countiy. The 
Corporation also orgiuiizes promotional exhibitions 
in big cities eveiy yeiir. During year 2009-10, die 
corporation has organised 79 exliibitions and 17 
Adivasi melas. The Corporation organised tniining 
to 980 liimdicralt juid 2025 hadloom workers. tiiiining 
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to .56,5 handicnift iind 84.5 handloom workers The 
Corporation provides market information, new 
designs iuid cok)ur matchings to iiitisiuis iuid weavers. 
To extend promotion;d and fin;mcial support for 
marketing of prockicts of riu iii aitisims/enti epreneurs 
tlirougli various inten'entions in tire liandicraft / 
fiandloom sector and agro based products in a more 
focused way iind facilitate mju'keting linkages for the 
same,grant assistance has been provided . A total 
of 43 rural marts have been sjmctioned so fju" in 
1.5 disti'icts of die State witli a total gi'ant assistiuice 
of '27. .51 laklr as on 31 September 2011. 3 Rural 
Haats have been siuictioned in Bhiiruch, Navsari and 
Tapi districts with total gnmt assistance of '14.40 
lakhs in 2010-1 1 bringing the totid number of Haats 
siuictioned in Gujiuat to four. 

9. 1.9.0ther Packages 

The other packages that dre of a collective nature 
include the following: 

• Common Pollution Control and Disposed 

• Quality,' Certification Assistance Scheme 

• Criticid Infrastructure Scheme 

• IndustiT PiU'k Scheme 

• Training Institutions and trainees for tiaining 
in appiirel production 

• WelfiU'e activities for Sidt workers 

• Kutchh Package 

9.2. Individual Efficiency-oriented 
Programmes 

9.2.1 .Rural Entrepreneurship and Skill 
Development Programme 

The focus has been on greater credit flow and 
provision of linkages for small, cottage and village 
industiies, handicrafts and other rural crafts and 
service sector in tire decentralised sector in the rural 
areas. Budding entrepreneurial culture iuiiong the 
rural youth had been the first prioritv', hence with a 
view to generate employment dnd income in rui'al 
areas, NABARD has embarked upon conducting a 
large number of REDPs/SDPs in association with 
NGOs, ITIs, Polvtechmcs, iuid RUDSETIs for rural 
people in viuious economic activities by EDPs are 
being organised by various institutions in the State. 



9.2.2.Swarozgar Credit Card Scheme 

The Scheme was introduced by in 2003 for 
facilitating hassle- free availability of credit for 
meeting investment imd working cajjitid recjuirements 
of small borrowers/ micro- entrepreneurs. Total 
number of SCCs issued by the CBs, DCCBs iind 
RRBs were 8.58.5, 9774 mid 14088 respectively upto 
31 March 2011. 

9.2.3. Other Schemes 

The odier iiidividiud efficiency-oriented progxiunmes 
iire the following: 

Interest subsidy Scheme 

• Research and Development 

• Assistiuice for Technology Upgradation 

• Environment Protection 

10.0. The Global Crisis and Public Policy 

The need for a legid framework for the MSME sector 
has been increasingly admired by all progressive 
governments today. Goveniments inniiuiycountiies 
have already initiated separate exclusive legal 
framework for the sector. The latest in the series 
of countries is, the MENA countries tiiat iire more 
recent entnuits in their SME tiirust in develoi)iiieiit 
policy. Besides, the Europeiui Union has initiated a 
Small Business Act for tiie whole of EU, in addition 
to tiie legislations by the constituent countiies in 
the past. 

What is the relevance of such a separate Law, 
especially in a context of tiie current global crisis? 
More than being a fashion, there are some key 
(juestions that need to be addressed: 

(1) The legal friuiiework need to be responsive to 
the stage of develoi)iiient of the country and of 
the MSME sector in specific. 

(2) Such a legid framework need to be catahiic 
rather tliiui inhibiting. 

(3) An SME Law should be a basic platform for 
triggering a series of appropriate legislations 
and conventions for continuous reforms in the 
area. 
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New Purchase Preference Policy in China 



China's Ministiy of Fiiiiuice (MOF) aimounced that the nation's government departments toII 
idlocate at least 30 per cent of dreir purchasing (juota to SMEs from tlie stiirt of 20 1 2. Meanwhile, 
60 per cent of die allocated (juota will be resen'ed for small iuid micro-sized businesses, according 
to a new guideline joindy issued by the MOF iuid the Ministiy of Industiy iuid Information 
Technolog>^ 

The latest policy by the Government cjuiie after the Stiite Council (Cabinet) in October 2011. 
The Government pledges stronger fiscal sujjport for small iuid micro-sized businesses, which 
includes raising the tiix threshold for le\'ying corporate, value-added taxes iuid business taxes. 

The MOF Jilso juinounced in May 2012 diat die countr\' will scrap the collection of up to 22 
items of administrative fees from small iuid micro-sized compjuiies during the Jiui. 1, 2012 - 
Dec. 31, 2014 period. Such fees include charges for companies' registrations imd tax invoice 
purchases. 

The new guideline urges relevjuit units to step up milking phms to buy from SMEs in 2012. It 
iilso forbids any institution or any individual from impeding or restricting SMEs' access to die 
government purchasing market. Furtiierniore, regiuxling projects that are not especially oriented 
to SMEs, the Government purchaser or purchasing agency should first implement a 6-10 per 
cent cut in product prices as reported by SMEs, and use die reduced pricing for bidding in order 
J:o give them advantages. 

Source: news.xinhunnet. com 



(4) It should be a speedy clijumel which ensures 
delivery of justice to the entrejjreneurs; the 
entrepreneurs should, dius, o\mi it. The vital 
needs of MSMEs, especially in a context of a 
global economic crisis, are two fold: 1) easing 
of rigidities in operation; and 2) allowing them 
to grab casual opportunities instantly. The 
importance of MSME Act 2006 need to be 
evaluated agiiinst this background. 

A new statutory National Board for MSMEs, as 
agiiinst a non-statutoiy SSI Board, implies tiiat vast 
powers can be excercised through die democratic 
process. This demands strengthening of the relevant 
actors. Industry Associations, as the experience 
shows, have got weiikened thiui got strengthened in 
die recent past. Deckiration of paTOients outstiuiding 
to MSE suppliers has become niiindatoiy for buyers 
in their annual statement of accounts. However, the 
practice of pa^aiients getting delayed still continues, 
though there are isolated court verdicts, such as 
by the Madras High Court. Wliile such instances 
offer hope for the MSMEs, it is necessaiy to have 
stiong advocacy role and platforms that can take 
such issues forward. Given the track of many of the 
industiy Associations today, tiiere is not much hope 



in this regard. 

The experience of the two recent initiatives, \iz, 
the LLP Act and the SME Exchiuige, need close 
exiuiiination. The LLP Act was passed in August 
2008, but the message need still to percolate. The 
SME Exchange after long deliberations, become 
a reality in March 2012. But much need to be 
done in order to make it a vibnuit platform. In the 
globid crisis of today, Indiiui MSMEs have several 
opportunities in waiting. However, in order to tap 
diese opportunities, strengthening the legid system in 
terms of its content iuid spirit, is vifcd. The experience 
elsewhere in the world may be instructive. 

7 0. 7 . Legislative Initiatives of Gujarat 

While State governments often come out with 
Policy Statements on the MSME sector, the 
implementation gets we^diened due to procedural 
problems iuid opposition by interest groups. Gujarat, 
however, has come out with legislations that find 
a special strategic place for MSMEs, rather thiui 
confining itself to administrative pronouncements. 
The Speciid Investment Region (SIR) Act - 2009 
is a good example. The State government has 
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enacted a legal fnunework lor the SIR , which ciune 
into effect Irom 6th Januiuy, 2009. This shows the 
commitment ol tlie Government to setup world class 
hubs ol economic acti\it\' on tlie lines ol last growing 
countries ol the world. The SIR Act empowers 
tlie Government to dechu'e Investment Region 
or Industrial Area jmd designate tliem as Speciid 
Investment Region (SIR). The Act, a comprehensive 
one, pro\'ides significant operational space and and 
an environment ol investment, which backward 
area development prognmimes by most State fail 
to offer to the MSMEs. The cjuestion, however, is 
implementation. II the advocacy role is effectively 
happens, this can go a long way to the interests of 
MSMEs. 



11.0. Conclusion 

Unlike in other economies of the world, public policy 
in the industriiil sector in India, since Iiide5)endence, 
has helped the broad-based development ol its 
several sectors and sub-sectors. MSMEs policy 
in India, though essentially a State subject, work 
under the overall guidelines ol the Government 
ol India.However, a progressive State like Gujarat 
has sevenil things to offer to the rest ol tlie countiy. 
These success stories demand closer exiunination 
from the point ol view ol replication in otlier states 
iuid at the iiatioiiiil level. 




I.O.Key Issues in MSME Finance 

Finance is probably the most sensitive area of 
debates relating to MSMEs sector. There are tliree 
key issues tliat need to be discussed and deliberated 
in the context of fin^mce for MSMEs. 

1. The purpose of MSME finance; 

2. The business case for MSME finance; and 

3. The mismatch or gap beUveen denijuid and 
supply, if iuiy, imd tlie causatives. 

Does the flow of finjincial resources into the MSME 
sector of Gujarat justify the true needs of such 
enterprises? What is the nature of Ecjuity and 
Debt markets that ojjerate with a peculiar slant to 
the StiitePThe following pages cover a discussion on 
the general scene of MSME finance as it emerges 
in the context of the current globed economic crisis. 
On the basis of such an understimding, a re\'iew of 
die present state of MSME finance at tlie national 
level and in Gujarat has been made. 

2.0. The Purpose of MSME Finance 

A discussion on why finiuice is needed for MSMEs, 
should start from an understanding of two key 
concepts: a) business finance source; iuid b) business 
finance start- up. A 'business finance source' is 
die way a business can obtain funding, either for 
start-up or operating expenses. There are many 



different types of sources, including sales, loans, 
iuid investors, each having different terms, benefits, 
dnd disadvantages. Business oraiers tend to use two 
or more different sources in order to fund their 
business. 

Business finance sources fall into two main 
categories: inteniiil and external funding. Internal 
funding comes from the profits made by the business 
by sale of products or assets. External funding 
comes from lenders and investors. In addition 
to loan financing, MSMEs can collaborate with 
venture capitiil investors. Other fomrs of fin^mcing 
iire: leasing, ti ade credit, and fiscal incentives in the 
form of tax breaks. The most common external 
source of finance is loans. Small and long-term 
loans recjuire borrowers to repay funds at iui interest 
rate for a set period of time. Overdralt loans allow 
a borrower to spend a certiiin amount of money, 
and the lender charges interest on the overdraft 
amount. Debentures are loans that let business 
owners pay off iill loiuied lunds at a si)ecified time 
at a set interest. Business ovraers consider a viuiety 
of factors, before choosing a metlrod, but cost of 
business finance source usually is the most vital 
factor considered. Owners look at the interest rates 
iuid paTOient pkms to determine the profitability,' of 
obtiiining a certain funding source. Businesses that 
have a history financiid stability may want to consider 
iui inteniiil source of revenue before opting for iui 
externjil source. It's also vitiil to determine how long 
the business will need additioniil funding. A smidl- 
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term loiui would be best for projects that would only 
tiike a smiill time to complete. 

'Business fniiince start-up' implies the cost to stiut a 
new business. It includes determining, calculating, 
and obtaining start-up costs, as well as managing 
those finiuices effectively to ensure the profitability 
of a new business. 

There are two major cajjitiil market segments within 
which SMEs operate;!) debt; and 2) equity financing. 
SME finance is the funding of small dnd medium 
sized enterprises, and represents a major function 
of die general business finance miirket - in which 
capital for different ts^pes of firms are supplied, 
accjuired, and priced. Capitiil is supplied through 
the business fin^mce market in the form of bank 
loans and overdrafts; leasing and hire-purchase 
ammgements; e(juitA'/coi7)orate bond issues; venture 
capital or private eciuit>'; and asset-based finance, 
such as factoring and invoice discounting. 

However, not all business finance is external/ 
commercially supplied through the niiuket. Much 
of it is internally generated by businesses out of 
tlieir own earnings and/or supplied informally as 
trade credit, that is, delays in paying for purchases 
of goods and sendees. 

Although there have been numerous schemes and 
prognmrmes in dilferent economic emdronments, 
there m e a number of distinctive recurring approaches 
to MSME hniuice. 

Collateral- based lending: offered by traditional 
biinks iuid finiuice companies, is usually made up of 
a combination of asset-based finance, contribution 
based fin;mce, and factoring based finance, using 
reliable debtors or conti'acts. 

Information based lending: usually incorporates 
financial statement lending, credit scoring, and 
relationship lending. 

ViabilitA' based financing: especially associated widi 
venture capitid. 

There are several theories on how MSMEs choose 
among viuious forms of fmiuice. The Pecking Order 
dieoiT claims diat the cheapest source of fin^mce is 
used first. The Static Trade-off Theory states diat 
marginal fniiincing costs drive financing decisions; 



as a result additional finiuicing is used from various 
sources in i)andlel. The Asset side Theory argues 
that the use of funds (i.e. a firm's asset side) matters 
for the optimal source of finiuice. Bartholdy and 
Mateus (2008) use data on Portugnese linns to test 
for the relevance of these three theories and do 
not find support for die first two theories but some 
support for the third theory. 

In the Indian context, choice ol forms of finiuice by 
MSMEs is a badly neglected iU'ea of reseiuxh. Indiiui 
data generally makes a dichotomous distinction 
between forniid and informal finance, the former 
often being described as access to bank finance. 
Disaggregated data would be much helpful in order 
to have insights into the practice iuid policy of MSME 
financing. 

3.0. The Business Case 

The role jmd importance of MSMEs in terms of a 
countiy's economic growth has traditionally been 
considered in terms of the empkn'ment role. In fact, 
supporting emploTOient creation is often a concern 
of the government, rather than of other SMEs 
stakeholders. Faced with increasing coin])etition 
in their traditional businesses, banks have stiuted 
increasingly looking into the largely untapped 
MSME segments. However, dreir high transaction 
costs, and undelined risk management strategies 
often remain as obstacles despite demonstrating 
successful business models of SME biuiking tlu'ougli 
viuious case studies. According to a siunple study 
by the Intematioiiid Fiiiiuice Corporation, entided 
"SME Banking Best Practices", Return On Assets 
(ROA) of SMEs is higher than die average ROA 
of the total portfolios of the sample biinks. In die 
Indian context, this business case has already been 
understood iind estiiblished by various banks. As 
such, during the last five years, a number of biinks 
in the countiy stiirted vigorously pursuing MSMEs in 
their fiiiiuicial portfolios as a business opportuiiitA'. 

Cross-country data on MSME fiiiiuice, however, 
present some diverging picture idso. The case of 
transitioiiid economies of Europe is distinct. The 
(forced) strong dominance of internal financing 
for small linns hiunpers linn develo5)iiieiit in these 
countries. Surprisingly, blinking system reform may 
even have worsened access to finance for SMEs. In 
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principle, the entry and operations of foreign l)anks 
should bring a transfer of knowhow iind increase in 
die efficiency of financiiil sector of these countries. 
However, in practice, foreign b;mks seems to benefit 
primarily larger finns, with sniiiller firms being more 
or less left out. Furthermore, higher concentration 
in die banking sector is found to improve financing 
conditions for SMEs. This is in line with the 
monopolistic-creditor hypothesis (see Petersen and 
Rajiui (1 995)), which states that a (juasi-monopolistic 
sitiiation in banking could help banks to establish a 
mutually beneficiiif relationship with firms. 

The business case involved in MSME fuiimce should 
also be examined in relation to the absolute and 
relative cost of credit. This includes both direct costs 
and triuisactions costs. While direct costs, ie, interest 
rates, are policy-driven and therefore relatively fixed, 
transactions costs vary from context to context. 
Reducing transactions costs is as well beneficiiil to 
biinks iuid the borrowers. 

The empirical e\'idence that finiuicing constraints 
and access to external finance are inversely 
correlated with firm size matches theoretical models 
that use fixed transaction costs and information 
asymmetries and the resulting agency problems as 
basis for finiuiciiil niiirket frictions (see Levine, 200,5). 
Transaction costs iuid infonnation asymmetr ies drive 
the variation in access to finance across firms of 
different sizes. 

Fixed transaction costs in credit assessment, 
processing and monitoring result in decreasing unit 
costs as the size of the loan increases. These fixed 
transaction costs exist at the transaction, client, 
institution ;md even finiuicial system level. Assessing 
an individual loiui recjuest entails costs that are at 
least partially independent of the loan amount. 
At the level of the frnanciiil institution, fixed costs 
range from brick-and-rnortar briuich installations 
over computer system to legal services and are agiiin 
partiy independent of the number of clients or the 
size of their loiuis. Fixed costs might even iuise on 
the firiimciiil system level in the form of regulatory 
costs and the costs of payment and settlement 
systems, which are up to a point independent of 
the number of triinsactions, clients and institutions 
in the system. 



These fixed transaction costs dr ive a wedge bebveen 
funding costs of financial institutions dnd the lending 
rate they charge borrowers. High transaction costs 
not only increase tire cost of borrowing, but can also 
restrict access to exterriiil finance for some borrower 
groups. While transaction costs are restraining 
for all borrowers, tiiere are arguments that they 
are even more constraining for MSMEs. Their 
diverse characteristics and their relative opacjueness 
increases assessment and monitoring costs. Unlike 
otiier credit categories, such as consumer credit or 
mortgage lending, SME lending is still considered a 
high-cost lending product. More specificjilly, unlike 
otiier lending products that ciui be reduced to simple 
triinsactions, SME lending often still dei)erids heavily 
on relationships between borrowers and lenders 
(Berger iuid Udell, 1998, 2006). 

While unit cost of lending remain high, SMEs offer 
offer iui attr action of a wider extend of the market. 
In a ku ge countiy like India, this opporturiitv' was 
not well- perceived by the banks until recently. 
Hence the business case involved in lending to the 
MSMEs ,iri esserice,is striking a biiliince iuiiong three 
piu'ariieters: 1) tnuisactions cost; 2) higher risk; iuid 
3) economies of sciile. 

4.0. MSME Financing: National and State 
level Scene. 

4. 1 . The National Scene 

Credit delivery to sniiill enterprises in India tiikes 
place mainly through 27 public sector banks, other 
commerciiil biuiks in the pr ivate sector, iuid foreign 
banks. The Regioriiii Rural Biuiks iuid Local Area 
Banks supplement the efforts of the scheduled 
commercial banks. As per the RBI's directive, 
the financing of all micro and small eriter5)rises, 
including the tiny units and traditional industrial 
activities come under the administrative category of 
"loiins to small-scale industries". Under the biuiking 
piirlance iuid under guidelines of the RBI, the term 
"SSI" includes financing of all small, micro and 
unorgiuiized non-farm enterprises. 

The Reser've Bank of India, under the Banking 
Regulation Act, 1949, has powers to control 
advances by biuiking companies: (i) wiiere the B;mk 
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is satisfied that, it is necessaiy or expedient in the 
public interest, (ii) in the interests of depositors, 
(iii) or biuiking policy so to do. It may detemiine 
the policy in relation to adviuices to be followed 
by biuiking companies genenilly or by any banking 
com5)imy in piuticuku", dnd when die policy has been 
so detemrined, iill biuiking companies or the banking 
company concerned, as the case may be, shall 
be bound to follow tlie policy as so determined". 
Without prejudice to the generality,' of the power 
vested in the RBI under sub-section (1), the Bank 
may give directions to other bimking compiuiies, 
eitlier generaily or in particular, as to: a) the puiposes 
for which advances may or may not be made; b) 
the margins to be miiintained in respect of secured 
advances; c) the maximum amount of advances; 
d) the niiLximum amount up to which guarantees 
may be given; and e) The rate of interest and other 
terms iuid conditions on which advances or financiiil 
accommodation may be made or guiirantees may be 
given. Aldiough interest rates have been de-regulated 
or market-driven, they iu'e related to the Base Rate 
that each biuik would announce in line with the 
RBI's Monetary Policy that has two underlying 
considerations: infkition containment and growth 
enlumcement. 

The RBI is iilso governed by the recjuirement of the 
monetiuy policy to fit in witliin the ovenill fhunework 
of the economic policy of the countr\', iuid by the 
internationiil codes emerging in the form of Basel I 
and Basel II and III accords. A Stiuiding Adxisoiy 
Committee on SSI Credit monitors the flow of credit 
on a quarterly basis. Regular guidelines, issued to 
the banks for promoting credit to sniiill enterprises. 
These Guidelines on lending to the priorit\' sector 
have been revised by the RBI from time to time, 
and circulars issued. A master circular was issued 
on July 1, 2008 for ensuring adecjuate flow of bank 
credit to weaker segments of the population and to 
employment-intensive sectors of the economy. The 
broad categories that dre covered under the 5)riority 
sector include, agriculture (direct and indirect), 
small enterprises (direct iuid indirect), retiiil bade, 
micro credit, education and housing, subject to 
certain limits. Accordingly, 40% of the Adjusted 
Bank Credit (ABC) was eiirmiirked as total priority 
sector advances. Advances to small enterjjrises iire 
reckoned in computing peiforniiuice of biinks under 



the overall priority sector target. Fort>' per cent of 
totiii adviuices to smiill enterprises should go to micro 
(miuiufacturing) enterprises. 

The latest re\'ision of guidelines was on November 
8, 2009. According to the new gitidelines, priority,' 
sector would now broadly comprise agriculture, smiiU 
scale industries, small business/sendee enterprises, 
micro credit, education lojms and housing loiuis. 
Under the new guidelines, the i)riority sector lending 
tiu'gets iuid sub-tiu'gets for iill banks would now be 
linked to adjusted net bank credit (ANBC-Net 
Bank Credit plus investments made by baiiksiii 
non-SLR bonds held in HTM category) or credit 
ecjuiviileiit of off-balance sheet exposures, whichever 
is higher, as on March 3 1 of the pre\'ious year. For 
tills purpose, outstanding FCNR (B) iind NRNR 
Deposits biilances will no longer be deducted for 
computiitioii of net bank credit for priorit\' sector 
lending purposes. 

In order to encourage banks to increasingly lend 
directly to die priority sector borrowers, die biuiks' 
deposits placed witii NABARD/SIDBI on account 
of iioii-acliievenieiit of priorits' sector lending targets 
would not be eligible for classification as indirect 
fimmce to agriculture/ SSI, as die case may be. 

Micro credit has been defined as die pro\ision of 
credit and otiier fiiiiuiciid senices and products of 
veiy small amounts not exceeding Rs 50,000 i)er 
boiTower to the poor in mnd, seiiii-urbiui and urbiui 
iireas, either direcdy or through a gi'oup mechiuiism, 
for enabling diem to improve their living stiuidards. 
Similarly, loans up to Rs 1 5 lakli for construction of 
houses by indi\iduids, (excluding loiuis granted by 
banks to their otoi employees) iuid loans given for 
repairs to the damaged houses of indi\iduids up to 
Rs 1 lakli in rural iuid semi-urbiui iu'eas and uj) to 
Rs 2 kddi in urb;m areas would come in the housing 
loiui categor\'. 

As per the latest guidelines, die total priority sector 
advances for domestic commercial biinks would be 
40 per cent of ANBC or credit ecjuivaleiit of off- 
balance sheet exposures, whichever is higher while 
for foreign biuiks it is 32 per cent. Out of this, 18 
per cent would be for total agricultural advances 
for domestic commercial banks. The advances to 
SSIs would be included in computing performance 
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under the overall priority sector target of 40 per cent 
for domestic commerciiil banks, while for foreign 
biuiks; it would be 1 0 per cent of ANBC or credit- 
eciuiviilent amount of off-balance sheet exposures, 
whichever is higher. 

While export credit will not be a part of priority 
sector for domestic banks, foreign banks have a 
target of 12 per cent for the sector. Adviuices to 
weiiker sections and Differential Rate of Interest 
(DRI) scheme will have the target of 10 i)er cent and 
one per cent, respectively for domestic banks. The 
guidelines also states that, not less than 40 per cent 
of the total advimces granted under DRI scheme 
go to scheduled caste/scheduled tribes. Furtlrer, at 
least two third of DRI advances should be gnmted 
tlirough the rural and semi-urban branches. 

MSME financing is, at a time, a subject of business 
and a cruciiil item in the agenda of development. 
Thus, while financiid institutions look it from the 
angle of a business opportimity, constrained by the 
limits of development policy of the country, the 
government has to also ensure that the business 
oppoitunitA' embedded in die actions of tire finiuicial 
institutions, are conducive, as seen from the 
developmentid role of MSMEs. It is tliis conflicting 
interest that brings in tire dimension of regulation of 
policies iuid practices in MSME finance. 

From the above angle, the problem of MSME 
finance, in India, has often been discussed in 
relation to hvo of its facets: 1) purpose of fin^mce; 
and 2) adecjuacy and availabilit\' of finance. The 
primary task of development policy, therefore, is 
to ensure that, MSMEs as a key sub-sector of the 
economy gets fin^mce, and that such finance truly 
reflects the needs of the subsector. It is the vitiility 
and coexistence of these two dimensions that bring 
in tire element of regulation in MSME frrijuice. The 
word 'regulation' means a principle, rule or law 
designed to oversee, and govern conduct, in terms 
of procedure or behavior. For MSME finance, 
such regulatory policy and practice has evolved 
in various stages, and different i)ublic authorities 
have played their role from time to time. During 
the early days of planning in India, tiie problem 
of MSME firiiuice was addressed essentially by the 
government, through direct institutionid arms such 
as, the KVIC and tire NSIC. The regulatory role of 



the RBI beciuue more pronounced in the 1 970s or 
post-nationalisation period due to assigning certidn 
priorities for employment-intensive sectors such 
as agriculture, small industries, retail trade etc . 
By late 1990s, the Planning Commission stiuted 
emphasizing the role of this sector, and evolved 
policy guidelines relating to its overall development 
(eg: S.P. Gupta Committee). The simultaneous 
roles of the viu'ious actors im5)ly drat, the issues dnd 
concerns of MSME finance has been discussed 
much more \'igorously. 

Wlrrle the access of MSMEs in Indra to caprtal 
markets is very limited, they largely depend on 
borrowed funds from banks and other financial 
institutions. Wliile investment credit to SMEs is 
provided by other frniuicial institutions, commercial 
banks extend working capitid. In the recent past, with 
growing demiuid for universal banking ser'\'ices, temi 
loiuis and working capitid iire becoming available 
from tire same source. Besides the traditional needs 
of firiiuice for asset creation and working capital, tire 
changing globid environment has generated demand 
for intr'oduction of new frmmciid dnd support ser'xdces 
by SMEs. 

The development policy relating to MSMEs are 
framed by the Ministry of MSME, whrch rs the 
apex policy making body within the Government 
of India for the sector. While the Ministry has the 
overall administrative control, tire Office of the DC 
(MSME) is its developmental arm. The latter agency 
provides different ser\'ices to the MSME sector 
like testing, tooling, training for entrepreneurship 
development, prepjuation of project iuid product 
profiles, technical and managerial consultancy, 
assistance for exports, pollution and energy audits 
etc. It also provides economic information services 
and advises the Government in policy formulation 
for the promotion iind development of MSMEs. The 
field offices of DC (MSME) work as links bet^veen 
the Centnd jmd the State Governments. 

The institutional support system for MSMEs at 
the national level has two key agencies: SIDBI 
iuid NSIC. SIDBI, falling under the administrative 
purview of the Ministry of Finance, is the principal 
frnjmcing institution with the objective of promotion, 
fmiuicing imd development of MSMEs; it coordinates 
with other institutions having similar objectives. It 
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operates from about 1 00 locations involved in direct 
and indirect lending to micro, sniiill and medium 
enterprises. Due to its limited reach dnd ability' in 
pro\'iding universiil banking products, SIDBI has 
largely used the refinancing route through state level 
institutions and banks. The refiniuicing route for 
MSME segment is constriiined by tlie finimciiil heiilth 
of the state level institutions iuid the licjuiditA' position 
obtaining in the biuiking industiy. The refinance 
availed by banks reduces with improved liquidity 
position in the banking sector and vice versa. 

SIDBI also provides, though in a small way, 
some support in the form of promotional and 
developmental sendees. In order to improve the 
credit flow to the MSME sector, it has tied-up with 
eight public sector banLs in the country. With these 
tie-ups, it has covered 150 MSME clusters, out of 
tlie totiil of over 400 clusters identified across the 
countiT. It has been recjuesting for an approval for 
extending all SME related finimcing under its roof 
and function more as a Development Bank with 
universal banking functionalities. Witlr increased 
branch network, license to operate at least with 
some of the commercial biuiking facilities is likely 
to pro\ide a single window mechanism to meet 
all SME financing needs. However, it would have 
to overcome the challenges involved in financing 
start-up projects, a function that was earlier largely 
discharged by SFCs, and continue to maintain a 
healthy recovery iuid finiuicial position for itself. 

NSIC, set up by the Government of India in 1955, 
has over the yejirs, emerged as a premier institution 
for SMEs for providing technolog\' iuid marketing 
support. Its main functions dre - Machinery hire 
purchase iind Ecjuipment leasing scheme for small 
sciile units. Marketing support programmes under 
consortia niiirketing through piirticipation in trade 
fairs, pro\ide a i)latfbrm for single point registration 
scheme for miu'keting, miiinly pro\iding access to the 
odier government depiirtments. Development and 
training activities. Raw Materiiil Assistance, etc. 

Although one of the oldest institutions in 
implementing and executing GOI schemes directed 
for the SSIs, NSIC's lending schemes have lagged 
behind over tlie yeju's. There is a felt need that NSIC 
should be pro\ided with additional cajjital, so as to 
enable it dischiu'ges iill its functions effectively and 



expiind its reach. 

Traditioniilly, industrial develoimrent policy in India 
has been significantly space-focused. In fact, 'micro 
iuid smiill enterprise' has been \isuiilized as iui mm to 
meet die policy priority of development of backwiird 
iu'eas. While agriculture is the niiiinstay of the rural 
areas of the country, supi)orting the value chain 
iuid rural pegging of labour have been \isualized 
as key policy thrusts. Develojjment of agro related 
economic acti\ities, other tliiui fiuiiiing (non-farm 
activities), thus emerged as an importiuit component 
of die agenda of bakuiced regional development. 
NABARD has been mandated for addressing the 
financing needs involved, especially through the 
refinancing route. The SME Exchange initiated by 
the Bombay Stock Excliiuige, in Ajjril 20 1 2 is a new 
platform meant for capibil market operations. 

4.2. Gujarat Scene 

Gujarat State Financial Corporation (GSFC) is 
a pioneer term- lending development financial 
institution in the State of Gujiu at. It is created under 
the State Finiuicial Cor5)oration Act, 1951 passed by 
Parliiuiient. GSFC's mandate is to provide finance 
to sniidl and medium scale enterprises. Formed in 
1960, GSFC has siuictioned loiins iind adviinces of 
over Rs.4400 crores; out of which, it has disbursed 
over Rs.3,300 crores to 47,000 units in the State. 
This has created iilniost 6,83,000 jobs in Gujju'at. 
The Cori)oration has played a stellar role in creating 
new and first time entrepreneurs, has provided 
much needed finance to small juid medium scle 
enterprises, and has played a significant role in die 
industrial development and growth of GujiU'at. 

GVFL Limited (formerly Gujarat Venture Finjuice 
Limited) is widely regarded as pioneer of Venture 
capital in India. It is an independent, autonomous 
Board niiuiaged venture fniiuice company based in 
Alimedabad, GVFL ushered in die dawn of venture 
capital in India. Founded in 1990 at the initiative 
of World Bank, GVFL has supported ventures 
working on cutting edge of technology' as well as 
encouraged entrepreneurs with innovative ideas. 
Over the past tvvo decades GVFL has spawned six 
Funds which have supported 75 compjuiies. 
Uni(|ue feature of GVFL's approach has been 
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its broad si)ectrum support to its funded entities 
that ranged from strategic direction to governiuice 
support .Today the company has divested from ,57 
out of 75 compiuiies 

Though GVFL has carved a niche for itself in 
start- up companies segment, in various sectors 
it has currently broadened its base iind is making 
investments into emly jmd growth stage technology' 
based com])anies across India. The focus is on 
SME sector companies which have proven track 
record, established businesses and revenue model, 
sound niiuiagement, lugh expected growtli iuid cleiir 
visibility of exit. 

5.0. Emerging Issues and Opportunities 

Two issues that have been repeatedly discussed in 
various platforms are: 1) adecjuacy of credit; and 2) 
timeliness of credit. An understanding of tlie scope 
and depth of these two aspects is important from the 
point of \'iew of jmalysis and policy. 

5. 7 . Coverage ofMSME Finance 

The official definition of the MSME sector is a criticiil 
factor that influences the access dnd availability of 
credit from the finiuicial system. The coverage of 
tiie sector has undergone chiuiges from time to time 
through notifications by the government. To begin 
with, the subsector was confined to the so-called 
"sniiill-scale industries", which was defined in terms 
of the criterion on investment size, limited to plant 
and machinery. With the passing of tire MSME Act 
2006, the coverage got expanded, tiiereby covering 
bodi industr ial units iuid sendees. According to the 
latest definition, manufacturing and sendees are 
separately deiilt wddi tlie regulatoiy guidelines of the 
RBI relating to MSMEs, as applicable to all financiiil 
institutions of the country today, are based on the 
above offrciiif definition. 

5.2. The 'Time Factor' and the Financing Gap 

The difference bebveen the scientifrciilly estimated 
and actual credit available for MSMEs from the 
financial sector is known as the 'financing gap'. A 
major obstacle in MSME development is its inability 
to access timely and adecjuate finance. There iire 



several reasons for low MSME credit 

penetration, key iunong them being insufficient credit 
information on MSMEs, low market credibility of 
MSMEs (despite their intrinsic strengths) and 
constf'aints in analysis. This leads to sub-optimal 
delivery of credit iind ser-xdces to tire sector. 

5.2. 1 . Credit Access: International Experience 

A number of cross- country studies and country 
case studies show that SMEs face considerable 
financing constr'aints, which hamper their growth 
in terms of profits and turnover. Asymmetric 
information bet^veen the lender and the borrower 
of firms may hamper lenders' readiness to provide 
firiiuice, wliich, in turn, would hiunper the borrowers' 
growth performance. Coluzzi et al., (2008), use 
survey information collected from linns by the 
World B;mk to capture ;m indicator of fin;mcing 
constraints for five euro area countries (Germiuiy, 
Spain, France, Italy and Portugal). The finding of 
the study is that, while young iuid/or small firms, in 
principle, grow faster than kirger iuid older firms, 
they also face considerably more severe frriiincing 
restrictions than other firms. Also, firms of the 
manufacturing and construction sectors are more 
likely to feel financing constriiints, which may be 
attributable to the high capital intensity of these 
sectors. As coukl be expected, increased sales - wliich 
reflect better success of the chosen business model 
- lessen financing constr'aints. Regarding the impact 
of financing constraints on growth, the ISED Small 
Enterprise Obser'\'atory find that more cash flow 
fosters growth. The probability of finiinciid obstacles 
(proxied by age, size and other firm features) is, 
generally, found to affect growth. The effect of 
higher leverage is ambiguous: it fosters growth in 
some countries (Spain, France and Italy), while it 
hiunpers growth in Germany and Portugal. India 
has a simikir experience that would be dealt wdth at 
a different 5)oint ol inflexion. 

This latter aspect of the effect of financing leverage 
on firms' behaviour is further investigated in 
Huyghebaert (2008). The author argues that higher 
leverage creates incentives for dn entrepreneur to 
miiximize short-term eimiings, in order to reduce 
the risk of adverse credit decisions by lenders iuid 
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Table 5.1: Flow of Credit to Small Enterprises in India {Rs. in Crores) 
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a possibly resulting licjuidation of the firm. Tliis 
is l)ecause, firm sundviil is a crucial consideration 
for entrepreneurs who typically liold a largely 
undiversified investment portfolio juid enjoy sizeable 
private benefits from control. The positive effect 
of higher leverage on profitability is empirically 
confirmed for start-up firms in Belgium. This 
positive effect of leverage is also found to persist, 
albeit growing at a declining rate, as firm's age. 

Savignac imd Sevestre (2008), investigate emi)irically 
for a sample of French firms, whether small firms 
and innovative firms are financially constrained. 
Their study confirms that such firms indeed face a 
higher interest rate spread dian other firms, which 
reduces their loan demand. Being innovative has a 
larger negative impact on loan demand for SMEs 



than for huge firms. As expected, the availability 
of tiuigible assets which can be used as collateral 
facilitates SMEs' access to bank credit. By contrast, 
an existing high debt ratio acts as an obstacle to 
further credit. 

A sun'ey among Dutch firms (von Dewall, (2007)), 
much against the above findings, conclude that, 
external financing constraints are not experienced 
by consen'ative, self-constrained firms, while ti'uly 
expansionary entrejjreneurs (a minority in the 
Netlierlands) are likely to face finiuicing constraints. 
For such strongly expansionjuy firms, lack of risk 
capital and the absence of well-functioning venture 
capital markets hamper growth. But the bigger 
problem seems to be a lack of skills at viirious levels: 
entrepreneurial skills at the level ot the firm, lack of 
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skills of accountiuits, iind lack of skills at biinks in 
the context of their lending and financing decisions. 
Banks' moving towards automated expert credit 
information jmd evjiluation systems might further 
exacerbate this problem, reinforcing the notion that 
biinks are not the best suited institutions to jjroxdde 
risk capitiil. 

Credit constraints may, among otlier factors, also 
contr ibute to a sniiiil firm's motivation to join a ku ger 
group, i.e. the holding company form. Using a ku'ge 
data set of French firms, Kremp and Phillippon 
(2008), identify a major shift in the structure of 
OTOiership of SMEs over time. In 2006, more than 
half of French SMEs belonged to a group (i.e. at least 
hiilf of their capifcil bek)nged to iuiotlier firm), agiiinst 
80% in 1997. Over the same period, tlie number of 
holding compjmies tripled. Holding compiuiies now 
account for one tlrird of non-financiiil enterprises' 
outstanding bank debt. Membership in a group can 
strongly iift ect a firm's financing behaviour, e.g. in tire 
sense that die holding compjuiy boiTows from biuiks 
for the group as a whole, while die group's member 
firms turn to the holding compiiny for fimmcing. The 
sti'ong drive towards membership in firm groups is 
rooted in several motivations: Group membership 
alle\'iates credit constniints faced by individual small 
fu nis, facilitates access to foreign markets, or ciin also 
be the chosen exit strategy in the event of retirement 
of the current owner or manager. Joining a group is 
shown to improve SMEs' growth and sunivid rates, 
more so even if they join a foreign group. 

Optimal growth conditions for enterprises are 
particularly important in developing countries. It is 
all the more worrisome diat a cross-countiy study on 
firms' finiincing conditions in transition economies 
(V olz, 2008) finds that firms in tnmsition economies 
continue to be seriously fniiuicially constnuned - a 
large fraction of firms in these countries still have no 
biuik loiuis, particukirly sniidl finiis continue to have 
problems of access to firiiuicing. 



The literature on gaps and market failures 
demonstrate that, irrespective of new financial 
products in the MSME sector, such gap is prevalent. 
It exists in the nijuket for commerciid loiui, no-biuik 
debt firiiuicing, mezziuiine fuiiuicing, informal capital, 
institutioriid venture capital, and market for IPOs. 
Suppliers of capitid, botii lenders iuid investors, have 
decried a gap in the form of a shortiige of investible 
opportunities iind bankable SMEs. 

5.2.2. Comparative Experience in 20 12 

The comparative experience of viuious countries 
indicates a common threat: credit crunch. While 
the nature and magnitude m e different, this problem 
I)lagiies most countries of the world. 

SMEs identify finiuicing, especiidly medium to long- 
term firiiuice, as their" topmost obstacle to growth and 
investment. According to the IFC-McKinsey study, 
close to 4,5 to .55 jjer cent of the formal SMEs (11-17 
million) in the emerging niiu'kets do not have access 
to forniid institutional loans or overdridts despite a 
need for one. The firijuice gap is far bigger wdien 
considering the micro and informal enterprises, 
re, 6.5-72 per cent of idl MSMEs (240-315 mrllron) 
in emerging markets lack access to credit. The 
proportioriid size of the firiiuice gap viuies widely 
across regions and is piu ticulariy daunting in Asia 
iuid Africa. Closing the credit gap for fomial SMEs 
will be less challenging than for informal SMEs. 
Close to 70-76 per cent of the formal SMEs (18-22 
million) in emerging niiirkets already have a biuiking 
relationship via deposit/checking accounts, while 
only about 30-35 per cent of SMEs (8-10 million) 
have access to credit. Hence, the key challenge is to 
support banks in extending credit facilities to SMEs 
who have a deposit/checking account, but do not yet 
have access to credit. Risk-shiuing facilities, coupled 
with the inti'oduction of best practice SME lending 
approaches are key interventions that can help 




Key Reasons for Industrial Sickness 

"Interest and wage costs are both statistically significant deterniiriiuits of industrial sickness: 

increases in such costs ridse a unit's probability of being sick by its very nature, interest 

payment is not only a more committed cost compjired to wages but is also compounded " 



Source: BIFR, The Sick IndustiM Compmiies (Special Pixnisions) Act, 1985. 
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banks pro\'ide credit to SMEs. These inten'entions 
need to accompany enhancements to the enabling 
environment for SME lending such as credit bureaus, 
collaterals ;md insolvency regimes. 

In addition to loan financing, SMEs have die option 
of collaborating with venture capitid investors. Other 
significant forms of SME financing include leasing, 
trade credit and fisciil incentives in tlie form of tax 
breaks. 

The problem of access to finiuice faced by SMEs 
has been strongly exacerbated by the global financiiil 
crisis as SMEs and entrepreneurs have suffered a 
double shock: a drastic drop in demand for goods 
and services and a tightening in credit terms, which 
have severely affected tlieir cash flows. Governments 
have responded generally by three tj^fjes of measures 
aimed at: i) supporting sides dnd jH'eventing depletion 
of SMEs' working capital; ii) enhancing SME's 
access to licjuidit^^; iii) helping SMEs maintain their 
investment level. The Euro zone debt crisis has also 
impacted SMEs adversely. However, in the Indian 
context, the sharp depreciation of the rupee against 
the US dollar in recent months has made SME 
exports more atti'active which shoidd, to some extent, 
help in nuUifving the adverse impact of die sharp 
fall in external demand. In tliese difficult times on 
the export front, it is imperative for SMEs to tap the 
huge demand in the local markets. MSMEs are the 
best vehicle to create k)Cid deniiuid iuid consumption 
and also to fight the global meltdown. 

At the international level, the G20 is spearheading 
tlie work on SME Finance through SME Finjuice 
subgroup under its Global Piirtnership for Finiincial 
Inclusion (GPFI, 2010). 

Some of die major constraints faced by the MSME 
sector and the important measures taken by 
Government of India and Reserve Bank of India 
to address them, deniiuid detailed examination,for 
an understanding of the context in which Gujiirat 
is i)laced in. To ensure enliiuiced credit flow to the 
sector, iuid more so to the micro units, based on 
the recommendations of die Prime Minister's Task 
Force on MSMEs, banks have been advised to 
achieve a 20 per cent yeiu-on-yeju" growth in credit 
to micro and small enterprises. Advjuices extended 
to the MSE sector are treated as priority sector 



adviinces iind as per the extiuit RBI guidelines, biuiks 
dre recjuired to extend at least 60 per cent of their 
advances to the MSE sector to Micro Enterprises 
by 20 1 2- 1 3 iuid achieve a 1 0 per cent annual growth 
in number of micro enterprise accounts. The RBI 
is closely monitoring the achievement of tiugets by 
banks on a quarterly basis and banks have been 
advised to device strategies to step up their lending 
to micro units. However, die MSME sector needs 
to be competitive iuid should not expect subsidized 
interest rates as this may not help them much as die 
cost of credit forms a relatively small proportion of 
their overall cost. 

The problem of access to finance for die MSME 
sector is intrinsically linked to the problem of 
financial exclusion in the country. The ability of 
banks to rapidly increase their coverage of MSMEs 
dirough credit facilities would depend on tiieir abilitA' 
to expand their reach to the hitherto unbanked 
segments of die countiy. The i)robleni ol fniiuicial 
exclusion is particularly severe in the MSME 
sector, which is reveided by the data pro\'ided by 
the Fourth AU-India Census MSMEs (2007) which 
indicated that only ,5. 1 8% of units had aviuled fimmce 
through institutioiiid sources with a further 2.0,5% 
relying on non-institutional sources for finance. 
However, the reniiuning 92.77% of units had no 
access to finance or depended on self-finance. 
In this regard, the various initiatives taken by the 
Government of India and RBI, such as adoption of 
die Business CoiTespoiideiit (BC) model, rekixation 
of KYC norms, simplified branch authorization, 
preparation of boiird approved financial inclusion 
pkms, niiuidatory opening of 2,5% of new bnmches 
in uiibiuiked rund centres, prepiiratioii of fiiijuicial 
inclusion plans by banks, etc. are expected to 
accelerate the process of financial inclusion in the 
country and the MSME sector is expected to be 
among the beneficiiiries of the same tiirough better 
access to bank credit. 

5.3. Credit Delivery: The Unsettled Issues 

The latest figures that have come out from the 
Resen-e Bank of India, gives reason for concern 
regarding credit flow to MSMEs in the countiy. 
Avadable indications esseiitiidly relate to two sources: 
First, die latest figures, by the Resen'e Biuik of India, 
on non-food credit off take which indicates that. 
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in die last few months, growth in non- food credit 
was 16%, as against the annual rate of 18% before 
August 2011. Secondly, the M.V. Niur Committee 
Report (2012) brings to the light some of the inside 
stories of expiuision of credit to micro enterprises 
over the years. The Report clearly points out that 
fiiiiuicing by banks under die MSE categoiy remains 
stagnant; progress has been largely in terms of 
percentage share of credit outflow, and not in terms 
of number of accounts. The Committee, therefore, 
has recommended a minimum annual growth rate 
of 1.5% in number of accounts. 

While figures relating to growth in non-food credit 
off- take gives a geiiend indication of the biases as 
reflected by the belia\'ior of credit-deposit ratio, the 
finding of the Nair Committee Report are more 
specific. Growth in non-food credit off take slipped 
to 1.5.8 per cent at Rs 4.5.20 lakli crores during 12 
iiioiidis ending Februiuy 10, the lowest in diis fiscal 



year. The olf tdke was Rs 39.02 lakli crores during 
the year ending February 11, 2011. While until 
August 201 1 , die off -take had been gi'owing at over 
18 per cent on aiiiiu;dized basis before it sfcirted 
slowing dorai, in the last few niondis, the growth 
has been 16-17 i)er cent. 

High interest rate regime has resulted in slowing 
dowii of investment juid industriid gixmtli, according 
to industiy sources. RBI raised key lending rates by 
3.50 basis points through 13 hikes between March 
2010 and October 201 1 to curb inflation which was 
above the 9 per cent niiU'k for most of the last two 
years. The MSME experience and impacts in this 
context need to be analysed. 

'Directed lending' is jui institutional mechanism for 
idlocatiiig credit to sectors of development priority,' 
that has high i)otential for generating eni5)lo\iiieiit 
and improving livelihoods. Since late 1960's, 



Table 5.2: Outstanding Bank Credit to Micro and Small Enterprises (Rs. Crores) 
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671000 

82434 
(21.6) 

102.5.50 
(24.4) 

1.51137 
(47.4) 

191408 
(26.(5) 

278398 
(45.4) 

37662.5 
(3.5.3) 






8.592 

10421 
(21.3) 

13136 
(26.1) 

46912 
(257.1) 

46656 
(0.0) 

64534 
(38.3) 

87857 
(36.1) 





5907 

8430 
(22.1) 

11(537 
(38.0) 

15489 
(33.1) 

180(53 
(16.(5) 

21069 
(16.6) 

21461 
(1.9) 





83498 

101285 
(21.3) 

127323 
(25.7) 

213538 
j67.7) 

256127 
(19.9) 

364011 
(42.1) 

485943 
(33.5) 



Source: Resen e Bank of Indin 
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Credit Crunch: The China Story 

The failure of a number of small dnd medium-sized businesses in Wenzhou (2011) region 
miirks die beginning of a much larger wave of corporate bankruptcies across die rest of China, 
economists warn. Since Januar\', 2012, local media had reported 19 medium-sized corporate 
banki'uptcies in Wenzhou. They accounted for only a small fraction of die 3,993 companies in 
the southeastern seaboiu'd city knoTOi for its entrepreneuriid spirit, but the market was concerned 
the fiulures could nijuk die beginning of a credit crisis among SMEs. 

SMEs are increasingly bon'owing money from non-bank sources at interest rates nmging from 
20 per cent to 180 per cent because of credit tightening by banks. It has been noted by some 
iinalyses that, corporate failures in Wenzhou would ine\'itably be contagious and spread to other 
pjuts of the niiunland. Willing to borrow money at such high interest rates reflects drat, drey are 
eidrer desjjerate for cash or that they are involved in speculation, because no real business ciur 
generate drat high a return to cover the repayment. "Recent events represent a series of liquidity 
problems facing SMEs in China" Yao Wei (201 1). 

Source: Chiwi Business Watch 



commercial banks have been prescribed targets for 
priority sector lending. The so-called 'priorit\' sector' 
includes a variety of acti\'ities, the coverage lia\'ing 
been redefined by the RBI from time to time. Micro 
and Sniidl Enterprises (MSEs) form a cruciid sub- 
categoiy. Wliile the MSEs cover 26 million units 
across the country, only 5% of diese units iU'e covered 
by institutional finance. According to the Fourth all- 
India Census of MSMEs, 28.,5% of all MSMEs are 
involved in manufacturing acti\'ities, whereas in the 
US and European Union, the corresponding figures 
vaiy between 4 to (5%. This gives a true indication 
of the sd'ategic position of sniidler enterprises in the 
manufacturing landscape of the country. Unlike in 
the US and EU, this indicates the important role of 
this sector is contributing to forward jmd backward 
linkages in the economy. It is also imi)ortaiit to 
note that, most of the crisis-prone economies of 
the world today put their hopes on MSMEs, and 
weave their crisis-mitigation sti'ategies iu'ound these 
enterprises. 

5.4. Credit Appraisal: Issues and Challenges 

Against the background of the rejjorts on die global 
economic context, the ISED Small Enterprise 
Obsen'atoiy initiated a (juick survey of enti epreneurs 
in Ai)ril 2012, relating to responses on the broad 
MSME-specific issues during the past one yeiir. The 
findings of the sun'ey based on 1(520 responses from 



across the country, provides important inputs for 
iuialysis, policy and corrective steps by the various 
stidieliolders. 

A sizeable grouj) of entrepreneurs pointed out 
iuiomalies relating to the administi'ation of credit 
appraisal. Over- specialization within the bank, 
which is a corolkuy of new miuiagement strategies 
have done more hium than good. In many cases, 
the credit appraisal department goes simply by 
the papers submitted to it, rather than personal 
assessment of the customer on a one to one basis. 
Credit apprais;d department often do not take the 
Branch Manager into confidence. This would often 
lead to risk- rating which may be scientific, but not 
really proper. 65% of the respondents feel diat the 
power of credit appraisal should be vested with the 
Branch Miuiager himself, subject to the powers of 
review by the Credit Appraisal Department. 

5.4.7. Guidelines 

Credit appraisal involves independent evaluation 
of credit worthiness jmd bankability of proposals 
and approval by the appropriate authority in 
accordance with the Bank's scheme on delegation 
of credit sanctioning powers. Biinks have to ensure 
compliance to KYC (Know Your Customer) norms 
and the Fair Practices Code (FPC) as per RBI 
guidelines, irrespective of the loan amount. The 
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RBI has issued a Master Circubu- on July 1, 2010, 
consolidating all its previous instructions relating to 
the subject. 

In terms of periodically stipulated guidelines , the 
branches/offices examine the borrowal accounts 
from the point of \'iew of credit risk. The risk rating 
also influences the view on credit quality iind terms 
of siuiction like niiugin, pricing, etc. The Reserve 
Bank of India on January 3, 2012 asked banks 
to mandatorily acknowledge Jill loan applications, 
submitted either manually or online, by MSME 
borrowers. The Central Bank has reiterated 
the above directive following complaints from 
industry associations/ chambers that banks are not 
acknowledging loan applications. 

The RBI emphasised that loiui application forms 
have to be so designed that all documents required 
to be executed by the borrower on sanction of the 
loan form a part of it. The forms should have a 
checklist of the documents required to be submitted 
by die applicjmt iuid tire formjilities to be completed, 
post-sanction. For micro enterprises, simplified 
application-cum-simction form, printed in regional 
language, should be introduced for loans up to 
Rs 1 crore. The Centred Bank also ad\'ised banks 
to consider introducing a 'committee ap5)roach' 
for sanction of new loans as also rehabilitation 
cases. This will improve the cjuality of decision as 
the members' collective wisdom will be utilised, 
especiidly while taking decision on loan applications 
for green field projects in the sector or rehabilitation 
proposals. 

The biinks were also recjuired to give dn 'action- 
taken report' to the RBI on compliance with these 
directives by the end of the month of the Circular. 
Responses from as high as 82 per cent of our 
resi)ondents indicate that, despite eimiest efforts by 
the Banks at the cor})orate level, the practice is yet 
to pick up. 

On detailed inteniews, it was found diat the majority 
of the respondent entre5)reneurs were dissatisfied 
with the credit appraisal nomrs iuid tiieir practice. 
While 92% of the respondents pointed out that 
KYC norms were followed invariably, the FPC has 
not been practiced in many cases. The accounts are 



reviewed i)eriodicidly, but not in all aspects. The 
review tdke place essentially from the point of \'iew 
of NPA norms. Aspects such as niiirgin and pricing 
have not received tire attention tiiey deserve. 

5.5. Time Norms on Credit Proposals 

In line with the RBI guidelines, loan applications 
from SMEs are to be disposed off by die branches/ 
offices within the specified time frame, provided 
such applications are complete in all respects. 
According to the Master Circular of the RBI, biuiks 
have been ad\'ised to dispose of idl loan applications 
for MSE borrowers up to a credit limit of Rs. 2,5000/- 
within two weeks, and up to Rs. ,5 lakhs within four 
weeks, pro\'ided the applications are complete dnd 
accompjuiied by a check list (RBI, 2010). Despite 
the directives, our sun-'ey results indicate diat delays 
are prevalent. 

Our field research gives us e\'idence that, no such 
norms relating to disposal of proposals dre felt to 
tire majorit\' of the entrepreneurs. Ten per cent 
of the respondents, however, did not respond to 
us. Banks do exhibit a sendee menu in order to 
inform the clients about the time tiiken to encash a 
cheque, open iui account, deposit money etc. But 
,it was reported that, there was no such exhibits 
for the time limit to dispose off an MSME credit 
proposal. Most respondents were unawiire of the 
time-lines. Over imd above this, it was reported that, 
many biuik managers do not issue loim ap])lications 
unless they decide to siuiction the loan. Until then 
they only collect all particulars unofficially. Hence, 
there was no (juestion of rejection at idl. The M.V. 
Nair Committee has recommended a register / 
electronic record, which should be made avidlable 
for tire inspecting agencies. We recommend that, 
on lines of the international standards, all data 
which are not of a ver\' confidential nature should 
be brought on the public domidn. This will help to 
cultivate better understanding bebveen the banker 
iuid die customers. 

5.6. Credit Risic Rating (CRR) 

CRR measures credit risk of various borrower 
clients with greater reliability and sophistication. 
The credit risk rating of a borrower is a function of 
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fmanciiil, industiy, business iind management risks. 
Banks have stipulated guidelines for identifying 
the parameters under each of these risks as also 
assigning weighted scores thereto. The branches/ 
offices subject iill the eligible borrowers to credit risk 
rating as per the guidelines laid dovra in this regard 
from time to time. Credit Risk Rating as a minimum 
hurdle rate/entry barrier for taking fresh exposures 
is applicable for accounts subjected to CRR under 
Manual Model iuid RAM. All the new borrowed 
accounts beyond Rs.20 lacs ma subjected to CRR as a 
pre-sanction exercise. It is desirable diat units located 
in clusters get rated differently and incrementally 
over the stiuid-idone enterprises providing weightage 
for the cohesion, brand advimtage, improved nwket 
access and financial discipline so that these units 
would get preferentiid rate of interest jmd odiemr 
facilities like lower niiirgins on die letters of credits 
and gucirantees issued. 

On CRR,68 per cent of our respondents expressed 
their doubts. CRR has been perceived more as 
subjective rather than as an objective system. If the 
banks favor any customer that customer is given 
proper rating, and if they for iuiy reason decides to 
reject a proposed, his proposed is given a negative 
rating. While this is the dominiuit practice, we have 
also noted a smaller number of cases where die CRR 
has been meticulously used. 

It was also suggested by some enb'epreneurs drat, it 
is good to get CRR for loans above Rs. 2,5 Lidilis. 
While majority of the SMEs are not even aware of 
accounting norms, and just record the money inflow 
and outflows, it is ver\' difficult to underst^md the 
parameters of a credit rating and then to comply 
with that. InviU'iably a below average rating of an unit 
comes in hiuidy to the Miuiager to refuse the lojm. 

5.7. Working Capital Assessment 

Different firms have different approaches to finance 
their working capitid needs. After recei\'ing proposals 
for working capitid loiins, as a precaution biinks need 
to assess the amount of working capital loiin which 
ciui be griuited ;md idso to determine die interest rate 
at which die loan can be provided. The RBI dnd its 
committees have introduced new methods for the 
calculation of credit eligibilitv' for die working capitid 



financing of finns. The newer methods dre firmer 
on the risk management front iuid also the stabditv' 
of the economy in case of any excessive default rate. 
Methods like, turnover method, inventoiy metiiod, 
operating cycle method, cash budget method iue 
used for MSME working capital financing, are 
adopted by biuiks in the countiy. 

While working capital is an industry-specific 
subject,tlie norms and practices of the biuiks need to 
be flexible iind well- informed. But,it was found that 
banks genendly go by the norms of tiieir HO jmd/or 
RBI guidelines. It is nottiTie that idl industries need 
to follow the norms api)licable to manufacturing 
enterprises. This differentiation is not m;dntained. 

5.8. Monitoring of Advances/Loan 
ReviewMechanism 

In the most recent practice , credit audit system is 
done by Regional offices but the basic operations 
iire done by the borrowers at the bnmcli level. So 
there is a mismatch behveen reviews by bnmclies 
iuid Regional Offices. Some of die entrepreneurs 
pointed out that the stidf of the Regioiiid of fices often 
look down upon the branch nijmagers. Responses 
available from the northern States indicate tliat,the 
entrepreneurs often do not feel the existence of any 
monitoring mechanisam. 

5.9. Equitable Mortgage 

Principal borrower and/or the guariuitor seeking 
k)ims beyond Rs. lOlacs me expected to offer security' 
other than tiie piiniiuy security by way of mortgage 
of property. Such mortgage ciui be either by simple 
mortgage or equitable mortgage. Equitiible mortgage 
happens in cases where the mortgage on die property 
is created by deposit of tiie relative tide deeds.The 
simple act of depositing the tide deeds with a lender 
(in notified towns), with the borrower's intention that 
the relative property' should be held as secuiitv' for 
the loiin, creates the mortgage under Section 58(f) 
of the Transfer of Property' Act. 

Mortgage of propertv' need not be recorded in the 
registiy of hmd records. Therefore, if the original 
property is agiun mortgaged by a registered deed 
to another lender, to whom a representation might 
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have been made, that the relative title deeds are lost 
or not traceable, the second lender would not be 
aware of the earlier mortgage. But then, for creating 
a second ecjuitable mortgage, the borrower has to get 
back the title deeds Irom the first lender, but that 
lender will not i)art with it, because that Act cancels 
the mortgage. Fraudulent borrowers, however, often 
take colour photocopies of the title deeds iuid pass 
them off as original to the subsequent lenders. Also, 
there have been problems in creating mortgage of 
apartments in multi-storied buildings. In some cases, 
when the bank officer is ignorant, the borrower 
creates the ecjuitable mortgage by depositing certified 
copy of the title deed after swearing by an Jiffichmt 
and/or publication in newspapers tliat tire original 
title deeds are lost. 

Tiunil Nadu Government has considerably helped 
lenders in the above cases by providing for 
registration of ecjuitable mortgage on payment of a 
nominiil fee, not exceeding Rs 10,000. All banks iuid 
financiiil institutions in Tiunil Nadu have made use 
of this facility and the fraud cases referred to by the 
RBI should not arise in tlie State. In other Stiites, 
tlie fee for registration of ecjuitable mortgage is ad 
valorem jmd a heavy burden, which the borrowers 
would naturally avoid. 

To circumvent this perennial problem, in India, 
Section 22 of the SARFAESI Act specifies that all 
charges (other than pledge) created on properties 
and assets of bonowers favouring banks, notified 
financial institutions, and securitisation and asset 
reconstruction compjmies shall be registered with 
a Central Registrar appointed by the Government. 
To give effect to these provisions, the Central 
Government, on March 31, 2011, ajjpointed the 
Chairman and Managing Director of the National 
Housing Bank (NHB) to hold additional charge of 
the Central Registrar. 

5. 70. The Problem of Overdue Payments 

The problem of overdue payments continue to be 
the biggest obstacle for the growth of SMEs. The 
dimensions of tiris unfjiir business practice, were 
explored by the sun'ey undertaken by the ISED 
Smiill Enterprise Oben'atoiy. Around 8,5 per cent 
of tire participiuits sun-eyed by die Obsen'atoiy said, 



it took 16 to 60 days to receive their dues. Pa>ment 
delays by corporations niise the transaction cost of 
MSMEs, which eventujilly brings these to the verge 
of sickness. A major concern for MSMEs tirat has 
a bearing on their finances is the long time taken 
by corporations in making pa\inents for procured 
items, especially from their ancillary units. The 
data also indicate that, none of the units surveyed 
received payments within the first 1,5 days. And, tire 
sniiiller units, due to their weak b;ugaining power, 
iu"e in no position to seek redress, though there are 
legal pro\isions under the MSME Develo})ment 
Act,2006. 

The Union Government had intioduced an Act 
named as "the Interest on Delayed Payments to 
Small Scale & Ancillary Industrial undertakings 
Act, 1993", in 2nd April, 1993, which pro\ides for 
iuid regulate tire paTOients of Interest on delayed 
payments to small scale & ancillary industrial 
undertiikings. It was later repealed upon enactment 
of the Micro Smiill iuid Medium Enterprises Act, 
2006. 

The banks have been advised by Resen'e Bank 
of India to siinction sepiuate sub-limits within the 
overall limits sanctioned to the corporate boiTowers 
for meeting payment obligations in respect of 
purchases from MSME sector. The Companies 
Act 2000 iilso insists that iill debts above Rs.2 lakhs 
owed to MSMEs shall be reported in the Compjuiy's 
Half-yearly and Annual Statements of Accounts. 
After the introduction of this rule, several compiinies 
issue cheques with a recjuest not to present them 
until advised. Now tiiat the validity,' of checjues has 
been reduced to 3months from the date of issue, 
the delay could come down at least to such reduced 
validit\' period. In practice, however, the legislation 
did not improve the position of MSEs because of 
their dependence on large businesses for continued 
business. This problem has to be institutionally 
tackled by factoring and banks should provide such 
senices particularly for MSMEs. 

Provisions to check delayed payments under 
tlieMSMED Act 2006 may be understood in relation 
to the following broad steps: Provisions related to 
delayed payments to micro & small enterprises 
(MSEs) sti'engtlrened. Period of payment to MSEs by 
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Appeal System for SME Loans: UK Innovation 

In the UK, four in ten SMEs win append against rejected bimk loans, as injun 7 2012. Around 
40 per cent of SMEs who had tlieir lojui recjuests rejected by a bank have had their appeals 
overturned, an annual report from the British Bankers Association (BBA) has found. According 
to the independent review, 2,177 SMEs appealed against a bank's lending decision in the last 
yeju" since the new appeals process was introduced, with 847 businesses eventuiilly reaching iui 
alternative lending agreement. Available figures revejiled that UK banks agreed to the majority 
(86 per cent) ol the 827,000 applications for credit, such as lojms, credit cards iuid overdrafts, 
Irom SMEs over the last 12 months. Of the 14 per cent which were declined, only two per cent 
were appealed agjiinst - despite the high number eventually being overturned. 

A report by Prof. Russel Griggs conclud that many more businesses would apply for biuik 
loiuis if they reidised how successlul tlie appeals process had been. Griggs, former chidr of the 
Confederation of British Industiy (CBI's) SME Council, said: "There is tliis odd psychology in 
that the more protection you give people, the braver they will be. 

Business groups such as tire Forum of Private Business (FPB) iire now calling for increased 
awiueness iuiiongst SMEs of the appeals process. The report is right in identifying iui over- 
centialised banking system that relies fiu" too hea\'ily on automated risk criteria and on data Irom 
credit rating compimies, many of which appeiu" to use wildly different factors to assess a firm's 
credihvoithiness. The FPB recommended that bank managers should understand businesses 
on a more personid level iuid midie individual lending decisions accordingly. It is also cidling 
for increased competition amongst both larger biuiks iind smidler idternative lenders, iind a 
standiu disation of the credit rating criteria. 

Source: njjamesaccoiintmits. co. uk 



the buyers reduced to fort>' five days. Rate of interest 
on outstanding amount increased to three times 
die prevailing biuik rate of Resen-'e Bank of India 
compounded on mondrly basis. MSE Facilitation 
Council may utilise the services of any Institution 
or Centre for conciliation and alternate dispute 
resolution sei"vices. Reference made to die Council 
to be decided widrin ninet)' days from die date of 
reference. Declaration of payment outstimding to 
MSE supplier miuidatoiy for buyers in their annual 
statement of accounts. Interest (paid or payable 
to buyer) disallowed to supplier for deduction for 
income tax purposes. No append agidnst order of 
Facilitation Council to be entertidned by any Court 
without deposit of 7,5% of the decreed amount 
payable by buyer. Appellate Court may order 
payment of a part of the deposit to the supi)lier 
MSE. 

In order to curb the growing menace of overdue 
invoices, many of the respondents have made their 
suggestions , helping tire MSMEs to get tlieir accounts 



pidd much more (juickly while keeping all of their 
clients happy without facing any confrontation. The 
constitution of im SME certificate -issuing body has 
also been hinted as the measure to pause the late 
payment secjuence. Sniidl traders seek the body to 
have powers to keep a close watch on big firms, 
conduct audit at frecjuent inten-'als, jmd issue No 
Objection Certificates (NOCs). The introduction 
of a 'credit ciird type system' ciui idso minimise the 
problem at some extent. A defined credit-period 
imiong the pjuties and in case the period has not 
been mentioned, it should include the maximum 
number of days to clear the payments. The system 
should idso include tlie lenders to offer a collective 
system of ofjeration of settling the payment and the 
credit period. 

Rating institutions can also help if they downgrade 
the rating of the companies dealing widi MSMEs 
by giving appropriate weightage to the dechiration 
of dues to MSMEs. 
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6.0. Credit Flow: Where is Gujarat Placed? 

Where is Gujarat placed in relation to the flow of 
credit to its MSME sectorPAn juiswer to dris (juestion 
need to be sought in relation to the absolute and 
compiirative position of States at the nationiil level. 
The regional pattern of loans from institutional 
sources give us important indications on the pattern 
of credit deHveiT iuid credit- use in die MSME sector. 
The broad patterns obsen'ed dre the following: 

iii) The top ten states of the country show 
signific;mt flow of credit both from institutional 
dnd non- institutional sources. 

iv) But, the top five states do not show any 
significant pattern in favour of institutional 
sources. 

v) Despite the change in the definition of the 
MSMEs, die average MSME loiui size remains 
relatively low. 

vi) There is no appiu'ent relation bebveen CDR 
iuid the number of units availing institutional 
lojms for MSMEs. 

The flow of institutionid credit to the MSME sector 
in India is, indeed, the sum total of some objective 
and subjective factors. The effects of these tvvo sets 
of f actors get reflected at any particular' point of time 
through the behavior of some of the variables diat 
are explanatoiy in nature. 

An anidysis of the data on the Fourth Census gives 
some interesting results.The pattern of credit flow 
from institutionid sources at a pju ticukir point of time 
is, the sum total of individuid loans sanctioned by 
the banks. The individual loiui decisions m e tidien by 
the banks on the basis of scientific criteria kdd dorai 
under specific guidelines. Given such criteria, one 
would expect that the bankers' decision regcu ding the 
viability of a geographical market segment is based 
on two key variables that explains the importiuice 
of a Stiite from a banker's point of \'iew are: 1) size 
of capital investment in the MSME sector (proxied 
by investment in plant and machineiy); iuid 2) size 
of MSME output. The larger die size of these two 
variables, the larger the financial resources recjuired 
for transacting such businesses, and hence the larger 
the business opportunits^ for a financing institution. 



However, in i)ractice, the actual flow of institutional 
finance is often influenced by a variety of other 
factors as well, as niiuidatoiy tiu'gets, nomrs regiu'ding 
preference to piuticuku" subsectors iuid actixdties, and 
speciid commitments of the institution concerned. 
These various factors, together, are likely to have a 
joint effect on tiie individual finiuicial institutions, 
as also of the banking sector as a whole. An attempt 
was made to capture this joint effect with the help 
of a regression exercise. 

In order to establish a linear relationship between 
institutionid finance released to the sector as tire 
dependent variable, iuid seven otiier related viuiables 
tirat could expkdn the relationship as independent 
vairables, a regression exercise was undertidien. The 
independent variables selected for die aiiidysis are 
given below, which iu'e mostly related to the selected 
dependent viuiable. 

v) Number of urban units (NUU) 

\i) Total number of MSME units in the State 
(TNU) 

vii) Number of micro units as a percentage of total 
MSME units (MICRO) 

\iii) Average emplovment size(AEMP) 

ix) Percentage of manufacturing units (MANU) 

x) Share of women enterpiises(WENT) 

xi) Eleventh Plan Allocation for MSME 
Sector (PAL). 

The results emerging from the regression aiiidysis 
iire explidned below: 

The ANOVA table shows the F-test statistic at 3.279 
with i)-value of 0.014. This implies the goodness 
fit of the regression line to exi)lain the effect of 
independence variable on the dependant v;uiable. 
The R-value implies that more than 70 5)er cent of 
the effect is im])lied by the indei)endent viuiables 
selected for the iuialysis. The F-vidue idong with tire 
P-value explains the significance of the variables, 
wiricli togetiier, iu'e stiitistically significant at 0.05 
level. 

The regression results, as above, indicates tiie 
following: 

1) The hvo positive variables to which institutional 
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finance responds positively are: a) average size 
of employment in the MSME sector; dnd b) the 
percentiige of niiuiufacturing units in a State. 

These two findings are (juite natural iuid logical. 
As the share of manufacturing units go up, tliere 
is a natural tendency for a hike in credit off tiike 
from institutional sources. Simikuiy, given tire lower 
average capital-labour ratio in tire MSME sector, it is 
also natund that ,the larger the average emi)loyment 
size, the flow of institutional finance go up. 

The flow institutional credit in a regioniif context 
is influenced by t^vo sets of factors: I) promotional 
effect; and 2) growth linkages. The promotional 
effect is guided by such factors on, the directives of 
the RBI and the government relating to location, 
priority sector lending policies, and the overall policy 
of MSME promotion in the country'. These factors 
can best be ca5)tured by variables, such as, number 
of women units, totiil MSME units in tire region/ 
states, totiil rural units etc. 

Growth linkages, on the other hand, ma market 
driven, dnd therefore, given a business case with 
such niiuket signals, the financial institutions will 
respond either positively or negatively, as the case 
may be. As investment i)er unit, exports iind output 
per unit in a region/state go uj), drere is a natural 
tendency for financial institutions to sense the 
opportunity and to respond positively in that region. 
In a normal situation, a pid)lic sector bank would 
have a mixed response to these sets of factors but it 
is die hegemony drat leally defines the attitude of the 
banks. Natundly, the other stake holders respond to 
that either positively or negatively. 

The findings, explored through the regression 
analysis, have important implications for credit 
policy relating to MSMEs in the countiy. Following 
the introduction of prudential norms for banks 
in the counti^^, it was iirgued that, dre biuiks need 
to be offered a level playing ground relating to 
business oi)i)ortunities. As we have noted in section 
3.0. above, biuiks need to have a business case in 
extending credit, to the MSME sector. It is also 
importiuit to note that unless there is such a business 
case, banks cannot be incentivized to sendee the 
interests of the MSME sector. The regression 
results indicate that, there is lack of chuit\' on this 



business case. This implies that banks in India iu'e 
not still convinced on the business opportunities 
offered by the MSME sector, though most of them 
express their commitment to the sector through 
the platform of the Biuiking Codes iind Standards 
Board of India. 

An important factor influencing the flow of 
institutionid finjmce, is the average empkninent size, 
This has im})ortimt imjjlications for enriching our 
understanding of the flow of institutional finance, 
as also the role of government prognunmes relating 
to employment promotion and entrepreneurship 
development. Given the hegemony of i)ublic sector 
biuiks in the countiy, two (juestions are relevant 
here: (1) Are the public sector banks driven by their 
sociid commitments, or by sheer business case? (2) 
To what extent, the sociid goids cue satisfied, and at 
tire expense of what? 

4. The States diat me highly ranked in terms of 
investinent and output, are generally not dre 
ones that get largest flow of resources from dre 
institutional sources. 

,5. The States having die ku'gest number of working 
enterprises (and obviously ku'ger eniploTOient) 
also do not get a higher sliiu'e of flow of credit 
from the institutional sources. 

6. Smaller States like Haryana and Punjab, 
whose output contribution is relatively small, 
get a more dian proportionate share of 
institutional loiins. 

4) High performance of states like Midiaraslitra 
and Gujiu at are not matched with dieir share 
of institutionid finance. 

,5) The above findings, however, need to be 
further interjjreted widi great caution. Wliile policy 
factors may exi)hun the i)icture to some extent, it is 
necessaiy to exjunine deeply the causatives in terms 
of the factors that pull and push institutionid finiuice 
to a piirticukir region. As such, the case of Haiyana 
iuid Punjab need closer study iuid juialysis. 

Although the data is behind by about four effective 
years, our own survey findings reveal that no 
significant departure has been there, save a few 
exceptions, in regard to State-wise anidysis. Agjunst 
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Table 5.3.: Average Size of Outstanding MSME Loans: State-wise (2006-2007) (Rs. in Lakhs) 



'^State/UT Name 


Totiil 


Institutional 


Non- 


Institutional 


Debt Size ^ 




Working 


Sources 


institutional 


and Non- 


(State 




Units 






institutioniil 


avenige) 


Jammu & Kashmir 


14993 


22.38 


10.38 


59.37 


23.53 


Himachal Pradesh 


^1931 


43.2^^ 


( 66.96 


43.70^1 


^ 43.87 


Piinjah 


48110 


46.21 


31.16 


73.29 


50.81 


Chiuidigarh ^^^^^^^^H 


1 996 


27.94^ 


H 3 


68 ^1 


1 35.15 


Uttanikliand 


23765 


12.35 


24.76 


72.74 


18.36 


Haryana^^^^^^^^^H 


^3150 J 




M. 68.39 


110.8^1 


^ 46.30 


Delhi 


3754 


24.43 


186.64 


91.74 


40.97 


Raj as than ^^^^^^^^H 


■"54885 


23.7 iH 


M 33.38 


99.51 H 


■ 40.66 


Utfcir Pradesh 


187742 


53.24 


53.37 


123.20 


57.67 




■ 50036 1 




g 6.93 


60.03 ^ 


g 12.55 


Sikkim 


122 


35 


28.5 


7.33 


31.31 


Arunachal Pradesh^^^B 


■ 417 ^ 








^ 4.90 


Nagcilcind 


1332 


456.31 


5 


314.4 


395.21 


Manipur ^^^^^^^^H 


1 4492 1 




^ 4.25 ] 






Mizonim 


3715 


3.98 


2.17 


32 


4.22 


Tripura ^^^^^^^^H 


^ 1343 \ 




^8.67 


33415^^1 


1 14.28 


Meghalaya 


3010 


7.59 


3.5 


1.33 


7.38 


Assam ^^^^^^^H 


1 19864 


14.08^ 


1 86.15 


78.95^1 


1 15.78 


West Bengal 


43259 


21.32 


12.77 


45.34 


23.12 


Jharklicind ^^^^^^^^M 


^18190 


22.4^^ 


^32.12 


153.16^ 


^ 28.70 


Orissa 


19606 


20.90 


4.12 


93.86 


24.29 


Chhattisgarh 


J 22768 


20.3^1 


^ 6.28 


34.75 ^ 


1 20.87 


Madhya Pradesh 


106997 


17.74 


31.13 


160.26 


34.90 


Gujarat jjm^^^^ 


^229830 






16.16 B 


1 4.04 


Daman & Diu 


594 


194.34 


81.72 


405.43 


292 


Dadra & Nagar Haveli 


1716 1 








^ 15.5 


Miiharashtra 


86586 


24.19 


21.28 


71.49 


26.95 


Andhra Pradesh 


(45692 


21.73^ 


1 33.10 


53.06 ^ 


1 24.47 


Karnataka 


136186 


12.63 


8.63 


28.11 


13.25 


Goa ^^^^^^^^^H 


|2621 


83.2l^ 


1 22.46 


59.17 ^ 


1 74.64 


Liikshadweep 


2 


NA 


NA 


NA 


NA 


Kerala ^^^^H 


(150188 


13.92^ 


1 7.68 


73.20 ^( 


1 15.72 


Tamil Nadu 


233881 


20.45 


31.30 


99.32 


26.47 


PuducherryH^^^^HH 


P 1451 J 




^ 7.29 


126.53^1 


^ 15.62 


Andaman & Nicobar lis. 


750 


3.96 


7.8 


7 


4.33 


All India Hi^ip 


1563974 


23.3^^ 


^23.99 


84.84 


^28.27 



Source: ISED Snm]] Enteijmse Observatory (Computed form Fourdi Census of MSMEs) 
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Table 5.4: MSME Credit Flow According to Investment Distribution in Selected States (Rs. Crores) 



State/UT Name 


No. of Working 
Enterprises 


Investment in Plant & 
Machineiy 


Output 


State Rank of 
Out.st;uKiiiif; 
Loan 


State R;uik of 
Outstjuiding 
Loan Non- 




Absolute 
(Rs. Lakh) 


State 
Shai-e (%) 


State 
Raiik 


Value 
(Rs. Crore) 


State 
Share (%) 


\alue Stale 
(Rs. Crore) Share (%) 


Iiisliliitional 


InstitLitional 


Category I States 


1 amil Nadu 




14.95 


1 


11112.59 


10.58 


65281.95 


9.23 


18 


11 


Gujarat 


2.3 


14.7 


2 


12099.26 


40.09 


38438.41 


5.43 


33 


28 


Uttar Predesh 


1.88 


12 


3 


4829.37 


4.6 


74065.17 


10.47 


4 


8 


Kerala 


1.5 


9.6 


4 


3408.9 


3.25 


24122.65 


3.41 


23 


15 


Karnataka 


1.36 


8.71 


5 


4608.04 


4.39 


41060.27 


5.8 


24 


27 


Madhya Pradesh 


1.07 


6.84 


6 


1697.28 


1.62 


26191.6 


3.7 


20 


5 


Maliarashtra 


0.87 


5.54 


7 


12384.89 


11.79 


110705.08 


15.65 


11 


17 


Categor\' II States 


Rajasthan 


0.55 


3.51 


8 


3832.87 


3.65 


39402.23 


5.57 


12 


10 


Bihai- 


0.5 


3.2 


9 


491.84 


0.47 


4661.53 


0.66 


26 


19 


Punjab 


0.48 


3.08 


10 


3825.13 


3.64 


62099.27 


8.78 


5 


14 


Andlira Pradesh 


0.46 


2.92 


11 


3641.84 


3.47 


30102.26 


1.25 


15 


22 


West Bengal 


0.43 


2.77 


12 


2470.04 


2.35 


26906.61 


3.8 


16 


23 


Category III States 


Har\'aua 






id 


di/y.u» 






o.iy 


/ 


y 


Uttai-akliaud 


0.24 


1.52 


14 


801.97 


0.76 


13370.36 


1.89 


25 


16 


Chhattisgarh 


0.23 


1.46 


15 


579.64 


0.55 


6182.27 


0.87 


19 


25 


Assam 


0.2 


1.27 


16 


1070.39 


1.02 


9389.2 


1.33 


22 


1 


Odisha 


0.2 


1.25 


17 


1041.89 


0.99 


14746.08 


2.08 


17 


22 


Jharkliaud 


0.18 


1.16 


18 


674.19 


0.64 


4170.1 


0.59 


13 


6 


Jammu&Kashmir 


0.15 


0.96 


19 


557.65 


0.53 


14516.78 


2.05 


14 


20 


Himachal Pradesh 


0.12 


0.76 


20 


741.7 


0.71 


11786.29 


1.67 


6 


24 


Category IV States 


Manipur 


0.04 


0.29 


21 


41.73 


0.04 


199.8 


0.03 


34 


33 


Mizoram 


0.04 


0.24 


23 


91.57 


0.09 


309.9 


0.01 


32 


26 


Delhi 


0.04 


0.24 


22 


63.55 


0.06 


19471.1 


2.75 


10 


13 


Meghalaya 


0.03 


0.19 


24 


63.55 


0.06 


447.31 


0.06 


28 


32 


Goa 


0.03 


0.17 


25 


404.42 


0.39 


6627.57 


0.94 


3 


21 


Dadra & N. Haveli 


0.02 


0.11 


26 


46.97 


0.04 


2077.14 


0.29 


21 


33 


Puducheny 


0.01 


0.09 


27 


310.57 


0.3 


5614.33 


0.79 


27 


7 


Nagalaud 


0.01 


0.09 


29 


111.23 


0.11 


1396.04 


0.2 


1 


4 


Tripura 


0.01 


0.09 


28 


94.24 


0.09 


608.3 


0.09 


29 


3 


Aiidaniau & N. lis 


0 


0.05 


31 


20.18 


0.02 


111.75 


0.02 


31 


31 


Aiuiiachal Pradesh 


0 


0.03 


33 


31.22 


0.03 


237.21 


0.3 


30 


29 


Sikldni 


0 


0.01 


34 


10.83 


0.01 


51.37 


0 


8 


30 


All India 


15.64 


100 




105024.61 


100 


707510.27 


100 







Source: ISED Small Editeiprise Ohscnatoiy (Computed from Fourtli Census of MSMEs) 
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Table 5.5: Overall Test of Significance of the Regression Parameter's ANOVA Results 



r 

So u r ce 




Simi Sq. 


D.F. 


Mean Sq. 




F 




Regression 




9054.576 


7 


1293.511 




3.279 


0.014 


Residuid 




9468.145 


24 


394.506 








Totid 




18522.721 


3 1 










Table 5.6.: Test of Statistical Significance of the Variable's Regression Coefficients 


So u r ce C 


oefiicient Std Error 


Std Beta-95 


% C.I. +95% 


C.I. 


t 


P r o b . 


Intercept 


56.190 


147.298 




247.818 360.198 


0.381 


0.706 


NUU 


0.000 


0.000 


-0.629 


-0.001 


0.000 


-1.431 


0.165 


TNU 


0.000 


0.000 


0.556 


0.000 


0.001 


1.376 


0.181 


MICRO 


-0.574 


1.411 


-0.090 


-3.486 


2.338 


-0.407 


0.688 


AEMP 


1.905 


1.397 


0.327 


-0.979 


4.788 


1.363 


0.185 


MANU 


0.386 


0.398 


0.217 


-0.435 


1.208 


0.971 


0.341 


WENT 


-1.011 


0.424 


-0.377 


-1.886 


-0.135 


-2.383 


0.025 


PAL 


-0.101 


0.140 


-0.114 


-0.390 


0.188 


-0.719 


0.479 



J 



the above background, the RBIs initiative to have a 
fresh look at the practice of priority sector lending 
is hiudable. The RBI appointed a Committee 
under the Chairmanship of Mr. M.V. Nair, on 
August 25, 201 1 , in order to re-exjunine tlie existing 
classification and to suggest revised guidelines with 
regard to priority' sector lending. Apart from a \'isit 
of the current eligil)ilit>' criteria for classification of 
bank loans, <md their associatednorms, stiuidiirds 
and procedures, the M.V. Nair Committee was 
assigned widr t^vo importiuit tasks relating to working 
out the modidities of ensuring tire visibditA' of the new 
initiatives, iuid measures to bring to the limelight, 
die impacts. 

Wliile, according to the Fourth All India Census 
of MSMEs, all 93.5%, of enterprises belong to 
the bottom of the pyramid, and are micro in 
nature, impacts ciui best be measured in terms of 
the number of units that are addressed by priority 
sector credit, rather than the volume of credit that 
goes to the micro enterprises. Loiuis not exceeding 



Rs. 50,000 per head, extended directly by banks 
to poorer sections of the society', imd through the 
mechanism of self help groups, are classified as 
micro credit, which again fidls under the prioritA^ 
sector. According to tire latest figures, micro credit 
constitutes 0.7% of the prioritA^ sector portfolio of 
public sector banks and 3.67% in the case of private 
sector banks. It is idso importiint to note that, micro 
credit jmd micro finance, ha\'ing gained substantial 
importance at the global level as idso in India, biuiks 
have taken it as dn important route of meeting die 
priority sector tjugets, the other easy route being 
RIDF iuid SIDBI Bonds. 

Several expert Committees have looked into the 
reasons for poor off-tidie of credit in the MSME 
sector. The ChidiiabartA' Committee Report (2007) 
makes a detailed discussion on related issues, 
wherein, it explains the rather negative perceptions 
which are strongly based on the track of historical 
performance of MSME loan portfolios. 
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Table 5.7: Some Key Variables Relating to MSMEs in India 



State 


Average 
Institu- 
tional 
Loan 
(Lakh) 


No. of 
urban 
units 


Aver- 
age 
invest 
ment 
size 
(Lakhs) 


Total 
no. of 
units 
in the 
state 


No.of 
micro 
units 
as% 
of 
total 
units 


Aver- 
age 
employ 
ment 
size 


%of 
manu 
factur- 
ing 
units 


Women 
enter 
prises 
as% 

of total 
units 


Total 
sick 
units 
as a % 
of total 
units 


Plan 
alloca- 
tion to 
V&SI 
as % of 

I&M 


Andaman & Nicobar lis 


2.92 


344 


2.69 


750 


98.13 


7.46 


58.67 


26.67 


12.27 


100.00 


Andhra Pradesh 


16.95 


19784 


7.97 


45692 


93.47 


8.38 


89.53 


11.45 


8.71 


61.96 


Arunachal Pradesh 


6.21 


172 


7.19 


417 


95.68 


12.98 


86.33 


23.81 


16.31 


68.50 


Ass;mi 


19.83 


7140 


5.39 


19864 


96.85 


10.60 


67.56 


20.49 


10.27 


46.90 


Bihar 


7.79 : 


27354 


0.98 


50036 


99.66 


2.95 


69.27 


5.14 


5.86 


20.79 


Chhattisgarh 


9.11 


5763 


2.55 


22768 


98.39 


3.30 


50.55 


9.18 


6.57 


12.59 


Daman & Nagar Haveli 


93.60 


602 


2.74 


1716 


97.38 


15.43 


98.95 


2.33 


1.17 


6.52 


Delhi 


99.45 


3699 


9.61 


3754 


93.50 


15.48 


94.43 


10.13 


13.21 


40.49 


Goa 


71.92 


771 


15.13 


2621 


91.38 


12.72 


88.25 


12.60 


21.06 


40.05 


Gujarat 


4.75 182789 


18.32 


229830 


85.67 


5.42 


65.92 


10.18 


1.24 


21.14 


Haryana 


43.20 


17634 


9.59 


33150 


92.73 


11.52 


79.85 


4.40 


8.35 


13.85 


Himachal Pradesh 


37.83 


2409 


6.22 


11931 


96.57 


5.46 


88.26 


10.98 


15.81 


78.14 


Jammu & Kashmir 


37.77 


7570 


3.72 


14993 


97.19 


6.01 


75.34 


20.61 


8.77 


38.49 


Jharkhand 


26.51 


12301 


3.71 


18190 


97.30 


4.13 


63.02 


4.12 


5.56 


46.29 


Karnataka 


13.30 > 


63224 


3.38 


136186 


98.05 


5.80 


75.56 


19.59 


4.61 


39.34 


Kerala 


5.86 ^ 


42493 


2.27 


150188 


98.87 


4.14 


70.99 


25.50 


14.21 


61.08 


"* J" 11 1"» 1 1 

Madhya 1 radesli 


10.14 


43697 


1.59 


106997 


99.07 


2.79 


49.16 


9.51 


2.89 


43.89 


Maharashtra 


29.23 , 


59353 


14.30 


86586 


85.39 


12.57 


92.68 


10.37 


9.78 


51.95 


Manipur 


7.40 


1978 


0.93 


4492 


99.73 


4.44 


79.85 


25.61 


3.38 


44.52 


Meghalaya 


6.36 


688 


2.11 


3010 


98.74 


4.22 


75.42 


39.53 


7.11 


30.89 


Mizonmi 


5.02 


2925 


2.46 


3715 


98.60 


7.01 


77.34 


34.68 


1.80 


95.48 


Nagaland 


23.47 


946 


8.35 


1332 


97.45 


12.22 


95.57 


16.54 


6.53 


52.59 


Orissa 


21.87 


7742 


5.31 


19606 


96.09 


8.83 


77.84 


11.01 


15.64 


84.28 


Puducherry 


44.70 


860 


21.40 


1451 


87.87 


14.53 


83.80 


22.76 


25.22 


10.40 


Punjab 


50.16 . 


31225 


7.95 


48110 


94.25 


8.64 


70.77 


6.26 


8.30 


100.00 


Rajas than 


20.59 : 


27784 


6.98 


54885 


95.18 


6.23 


70.23 


10.91 


9.71 


13.89 


Sikkim 


21.55 


86 


8.88 


122 


90.16 


9.50 


86.07 


16.67 


21.31 


42.40 


Tamil Nadu 


35.37 


72858 


4.75 


233881 


96.75 


6.10 


51.41 


23.37 


4.95 


42.17 


Tripura 


7.80 


602 


7.02 


1343 


96.50 


17.25 


84.29 


11.94 


9.83 


38.21 


Uttar Pradesh 


33.27 ! 


98405 


2.57 


187742 


98.27 


4.02 


60.64 


4.47 


4.69 


3.51 


Uttarakhand 


10.13 


8172 


3.37 


23765 


98.25 


3.36 


56.54 


10.22 


7.97 


91.08 


West Bengal 


20.04 : 


21677 


5.71 


43259 


95.75 


8.33 


86.78 


10.22 


11.48 


30.31 



Source: ISED Simill Enterprise Observatory (Computed from Fourth Census of MSMEs) 
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Table 5.8: Asset Quality of Select Sectors (as on Mach2012) 



No 


Sector 
Gross NPA 
ratio 


Viilues 
in per cent 


Shiire in 
Banking 
System Credit 


Shiire in 
Banking 
System NPA 




1 


PrioritA' Sector 


4.4 


30.6 


47.8 




2 


Retail 


2.8 


18.5 


18.3 




3 


Agriculture 


4.6 


10.3 


18.2 




4 


Micro & Siiiiill Enterprises 


4.8 


9.8 


17.9 




5 


Real Estate 


1.7 


16.7 


9.7 




6 


Iron and Steel 


3.2 


3.8 


4.7 




7 


Textiles 


4.4 


2.7 


4.5 




8 


Engineering 


2.9 


2.4 


2.6 




9 


Chemicals, Dyes, Piiints etc. 


3.1 


2.2 


2.6 




10 


Inlrastructure 


0.6 


11.0 


2.5 




11 


Food Processing 


3.4 


1.4 


1.9 




12 


Gems iuid Jewellery 


3.8 


1.1 


1.5 




13 


Mining 


3.6 


0.6 


0.8 




14 


Automobiles 


1.2 


1.0 


0.4 




15 


Cement 


1.5 


0.7 


0.4 




16 


NBFCs 


0.3 


3.9 


0.4 




17 

V 


Coal 


8.1 


0.1 


0.3 


J 



Source: Resen e Bank of Indin, Fiimncml Shibilit}' Report 2012 



Wliile biuiks in India have hu'ge MSME portfolios, 
the non-performing assets (NPAs) have been cited 
to be significantly high. The NPAs have gradually 
come doTOi from 21 .36% in 2001 to 5.58% in 2007, 
but tlie level ol gi'oss NPA has reduced from 15.58% 
to 2.93% during this period. Thus despite reduction 
ol NPA in sniiill enterprises by 75%, they still stood 
at double the NPA level in totiil MSME Finance: 
Recent Develojjments iind Policy adviuices as on 31- 
03-2007. In absolute terms iilmost Rs 6000 crores of 
public sector biuiks were blocked in sniiiU entei7)rises 
NPAs, according to the Report. A few ol the new 
biuiks reported ver\' low NPAs in their total SME 



portfolio. However, the NPAs of tlie public iuid new 
private sector banks are not directly comparable as 
the private sector banks have newer portfolios and 
losses may not yet l)e recognizable. 

The Chakral)arty Committee makes concrete 
recommendations, such as, centralized processing 
of MSME loans beyond Rs.lcrore, as also a 
'Committee Approach' in order to minimize 
indi\'iduiil risk perceptions relating to accountability. 
Its recommendations iilso include sensitizations of 
bank staff to the needs of the MSME sector through 
api)roi)riate training inten'entions, ojjening up of 
more specialized MSME bnmches, new financial 
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How a Loan Account Becomes NPA? 

A sub-stanchu(l asset recjuires a provision of 15 per cent on secured portion dnd 25 per cent on 
the unsecured exposure. Alter 12 months as Sub-Stiuidard Asset, it gets classified as Doubtful 
Asset l(DAl) and recjuires a provision ol 2,5 per cent on secured portion and 100 per cent on 
the unsecured portion. Once the account crosses one yeiu" as DAI, it becomes Doubtful Asset 
2 (DA2-lto 3 years) and recjuires a provision ol 40 per cent on the Secured i)ortion and 1 00 i)er 
cent on the unsecured portion. Once it crosses three years, it becomes Doubtlul Asset3 (DA3) 
and recjuires 100 per cent provision irrespective ol tire availabilitv' ol securitv'. Unsecured lojms 
such as clean loans, and educational loans attract 100 per cent provision even at DAI stage. 

Accounts classified as fraud need not go through all these stages and will reciuire 100 per cent 
provision as soon as it is classified as NPA. Such provisions have to be made out ol the profits 
ol the yeju", thus eroding the bottom-line. 

Source: Resen e Bank ol India. 



products and services, post- sales lacilities, and 
institutionalized services, such as, lactoring and 
stock exchange. These obviously are innovative 
recommendations. However, even alter the 
submission ol the report by the Committee in 2007, 
the situation has not changed to any significant 
extent. Of course, banks have started centralized 
processing of loiui applications, personnel training 
programmes tiike place as usujil. Speciiilized MSME 
branches are there. But, as rightly pointed out by the 
Chairman ol a leading private sector bank, chiuiges 
need to happen at the ground level.. But for things 
to happen at the ground level, the middle iurd lower 
level olficiiils need to get much more education and 
sensitisation. The higher-ups need to have the right 
will to ensure diat things hai)i)en at the ground level. 
Motivation holds the key, and it niiikes tilings start 
moving in the right direction. 

There are some key (juestions which still remain 
unaddressed and unresolved. Usha Tliorat 
Committee (2011) has rightly discussed these 
points under a neat classification of credit deliveiy to 
MSMEs in relation to two key dirust iireas: (1) credit 
services; and (2) non-credit services. Non-credit 
sendees essentially mean the so-called Business 
Development Services. Business Development 
Sendees, iigcun, are ol two categories: (a) operational; 
and (b) strategic. Appropriate policy environment 
and institutional structures have tiieir vital role in 
this regard. 

Based on the Fourth MSME Census, a detailed 
aiiiilysis relating to the flow ol credit to tlie MSME 



sector ol Gujarat was carried out by the ISED 
Small Enterprise Obsen^atory. It leads us to some 
important results. The average loan outstanding 
from institutioiiiil sources was Rs. 1.05 lakhs in the 
Micro sector. In the Siiiiill iuid Medium sectors, it 
was Rs. 7. 55 laklis juid Rs. 145.61 lakhs respectively. 
The average loans outstanding from institutional 
sources for the MSME sector as a whole was Rs 
3.56 kiklis, whereas the average size ol MSME loiins 
outstiuiding from all sources was Rs 4.04 laklis. The 
Credit-Deposit ratio ol tlie State, as in 2010, was 
65.28 The credit- deposit ratio(CDR) of biuiks in 
Gujarat for the last four years present interest 15 % 
ol the couiitrv''s totiil MSME units housed in Gujju'at 
may be impacted. 

While Gujarat does not get its due share in 
terms ol institutional liiiaiice,the more recent 
phenomenon has been iui absolute hill in bonowings 
by entrepreneurs. According to data provided by 
SLBC, MSME borrowings in the State during 
2010-11 fiscal reached close to Rs 16,000 crore 
by. June 2011,while in fiscal 2010-11, borrowings 
by MSME sector stood at Rs 24,825 crore. Rising 
interest rates joined with low domestic demand 
and adverse global economic conditions has put 
micro-small and medium enterprises (MSME) in 
tight spot. Following tlie Irecjuent rate hikes by the 
RBI during the past two years, industiy players leiir 
a sharp rise in the non-performing assets (NPAs) 
especially in the MSME segment as the economic 
condition continues to deteriorate .The lall in credit 
offtake rellects this. 
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There iu'e also significimt regioiiiil variations in the 
CDR among districts. At present the CD Ratio 
in eight districts is below 40% where the Banks, 
according to the latest meeting of the State Level 
Bankers Committee, are recjuired to put in special 
efforts to reverse this trend. These districts are, 
Anand, Diuigs, Klieda ,Kutch,Navsiui, Porbiindar, 
Diihod, and Tapi. 

The Ground level Credit flow(GLCF) in die Stiite 
for priority sector which stood at Rs. 23663.00 crores 
during the year 2009-10 mcreased to \31578.00 
crore in die year 2010-11 registering a growth of 
33%. For the year 2010-11, the achievement of 
' 31.578.00 crore fell short of die State Credit Plan 
target of ' 32747.00 crore by 3. ,57%. The ground 
level credit disbursement target lor the yeiu" 201 1-12 
is set at ' 38441.00 crore. 

6. 7. Projections and Perspectives on Finance 

According to the latest SLBC report. Ground level 
Credit flow to the industries sector for the three 
years by various categories of financial institutions is 
Irrespective of die recent increase in the enhiuiced 
flow of credit from the commercial banks, the 
potential of these banks relating to industrial 
finance, and especially MSME finance , remains 
much higher. 

The potential emdsaged under Non Farm Sector 
by banks in Gujiirat for the year 2012-13, including 
working capital requirement is Rs.6,5 13.68 crores. 

The areas of concern iuid strategies for improving 
die credit flow to the sector, as perceived by die State 
level Biinkers' Committee, are viuied. The GLCF 
under Non-fiirm Sector was sought to be increased 
dirough joint efforts of biuikers. State Government 
and NGOs/Training institutions. The development 
initiatives of viuious agencies, \iz. GIDC, GSFC, 
GAIC, Director Rm id Development iuid Piuicliayats, 
Director Eniploviiient, SC/ST Corporation, KVIB, 
KVIC and DIC, need to be coordinated and 
consolidated iuid re\'iewed periodically. 

The level of NPA in MSME sector has almost 
reniiiined stable with slight increase Ironi past fiscid. 
The NPA m MSME segment for the year 2010-1 1 



was recorded at 0.,5.5 i)er cent to the gross adviinces, 
while in die current fiscid till June, 2011, die NPA 
stood at 0.,56 per cent. RBI raised the repo rate iuid 
reverse repo rates by 2,5 basis points each, at 8.25 
per cent iuid 7.2,5 per cent respectively. 

Gujarat is home to nearly 400,000 MSME units 
emploAing over 3. ,5 million people . The State 
which houses about 1,5 per cent of the countiy's total 
MSME units, is fearing a shai7) increase in the NPAs 
in MSME segment during the high rate regime. The 
MSME Associations perceive that, witii rates being 
revised even' (juarter, it is getting tougher to sustiiin 
a business model for die sniidl industry. Deniiuid 
is shrinking, which is prompting units to operate at 
lower capacity utilisation. Further, export sceniirio is 
idso no longer attractive, hence there is less incentive 
for small industries to exj)and i)roduction. MSME 
Associations of late, advocate iui insurance scheme 
for MSME entrepreneurs. 

Echoing siniihu" sentiments, biuikers in die state seem 
to be distressed about a probable rise in the NPAs 
in medium iuid large industries segment. According 
to biuiking sources,diere is a likelihood of a possible 
rise in the NPAs of medium enterprises, which 
dre more prone to default due to their high capital 
recjuirenient. In priority' sector, NPAs are feiired to 
rise espically in die sponsored programmes. 

7.0. Sickness and Insolvency 

The terms, insolvency and bankruptcy are often 
used interchangeably; but they are tvvo dilferent 
concepts. Insolvency is a state of affjiirs in which the 
financial difficulties of a business unit me such it is 
unable to run its business at its current pace. These 
difficulties are manifested in terms of drop in sales, 
delay in payments, erosion of share capital and 
increasing reliance on credit. Insolvency is gauged 
in terms of: l)"casli flow" test( where it is unable 
to pay debts); juid 2) "balance sheet" test whereby 
the liabilities, including contingent and prospective, 
exceed die realisable assets. Veiy olten a company 
may have considerable assets, but illicjuid, or the 
bakuice sheet reflects solvency, yet die company is 
unable to honour its debt obligations. The line of 
dilference is thin, biuikruptcy being a legid option, 
if the insolvency is not addressed properly. 
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Table 5.9: Asset Quality of Select Sectors (as on Mach2012) 



No 


Sector 


Values in per cent 






Gross NPA 
ratio 


Shiu e in 
Biuiking System 
Credit 


ShiU'e in 
Biuiking 
System NPA 


1 


Pn()nt\^ Sector 


4.4 


30.6 


47.8 


q 


Keuiil 


Q Q 
Z.o 


lo.o 


lo.o 


3 


Agriculture 


4.6 


10.3 


18.2 


4 


\/l 1 /Ct ^T">"i 'ill Ih n i"/-ii''T\i''i c /-If 

IVIICICJ oc kjlUclil JLllLcipilacS 




Q 8 


1 7 Q 






1 7 


1 6 7 


9 7 


6 


Iron and Steel 


3.2 


3.8 


4.7 


n 
/ 


1 extiles 


4.4 


Z. / 


4.. 3 


8 


Engineering 


2.9 


2.4 


2.6 


9 


Chemiciils, Dyes, Paints etc. 


3.1 


2.2 


2.6 


10 


Infrastructure 


0.6 


11.0 


2.5 


11 


Food Processing 


3.4 


1.4 


1.9 


12 


Gems iind Jewelleiy 


3.8 


1.1 


1.5 


13 


Mining 


3.6 


0.6 


0.8 


14 


Automobiles 


1.2 


1.0 


0.4 


1,5 


Cement 


1.5 


0.7 


0.4 


16 


NBFCs 


0.3 


3.9 


0.4 


17 


Coiil 


8.1 


0.1 


0.3 



Source: Reserve Bank of India, Financial Stability Report 2012 



sickness" to apply only to industrial companies 
employing at least 50 workers, the criteria being a 
track record of erosion of net worth over a period 
of five yeiu's.. 

The SARFAESI Act brought relief to a class of 
secured creditors in enforcing their security, but 
it's not a substitute for an 'insolvency regime'. In 
fact, finding the balance between bank recoveries 
and revival of companies has effectively blurred 
the purpose.. If die existing Inmrework is unable to 
provide effective rehabilitation or speedy recovery, 
then it needs to be ti'ashed 

While rehdng on global best practices for guidance, 
they have rejected the Indiiui committee-centered 



Insolvency ciin be managed or resolved; a company 
does not have to declare bankruptcy. Most 
developed economies have recourse to debt 
management, consolidation or restmcturing schemes 
as alternatives to biuikiuptcy. Bankiuptcy laws iire 
more rehabilitation- oriented . 

The Indian bankruptcy regime, still rooted in 
the Compjuiies' Act, 1956, has processes that are 
sluggish and cumbersome; veiy olten productive 
assets lie domijuit juid eventiuilly perish. The iux'hiiic 
Provincial and Presidency Towns Insolvency Acts 
which pertain to individuiil insolvencies, continue to 
govern SMEs. The Sick Industriiil Compiinies' Act 
(SICA), 1985 defines 
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Table: 5.10.: Gujarat: Ground level Credit Disbursements in the NFS Sector (Rs. crore) 



^ S.No. 


Sector 


Achievement for the years 
2008-09 2009-10 


2010-11 


Target for 
2011-12 


1 


Non-Farm Sector 


4545.53 


4799.24 


7240.00 


5851.00 

(51%) 




Totiil Achievement 


19239.39 


23662.35 
(2298) ^^^^ 


31578.00 
(33.45) 




3 


Target 


20202.00 


27374.52 


32747.00 


38441.00 




Achievement(%) 


.9S.24 


m.-J3 


96.43 





Source: Shite level Bunkers ' Commkttee 

approach, as well as the English management 
takeover model, adapted the American model 
regime to local needs witlr last track timelrames, 
early exit options, e.g. permitting \ailture sides, and 
most importantly treating government dues at par 
■widi unsecured dehts. 

While sevend Committees of the RBI have gone 
into the (juestion ol sickness in the MSME sector, 
die issue still remains unsettled. The Chidirabarty 
Committee made a detidled iuialysis ol the situation, 
and made some concrete recommendations. The 
practice still reniidns lar away, such that, only 2 per 
cent of the units have got rehabilitated during recent 
years. Ol late, the Resen'e Bank ol India wants the 
definition that classifies industriid units in the micro, 
small and medium enterprise category as 'sick' 
changed . The projjosal to rexdse the definition is 
aimed at detecting signs ol incipient sickness among 
MSME units so drat preventive measures could be 
taken by all stakeholders, including banks, to nurse 
diem back to health. The thinking ol the RBI is 



that, as per the current definition, a unit is classified 
as sick when there is erosion in the net worth due 
to accumulated cash losses to die extent ol 50 per 
cent. In practice, by the time the units reach this 
stage they are nearly dead in MSME credit. The 
Standing Advisoiy Committee is looking into the 
I)ossibilit3' ol making a change in die veiy definition 
ol sickness. 

The overall lack lusture performance ol biuiks in 
India, especially the public sector banks, during 
the first hidf of 2012 has important imjjlications for 
the performiuice and prospects ol MSMEs in tire 
countiy. Banks have taken a hiunmering on several 
fronts, including profits, which have shrunk in the 
case ol sevend banks, due to a viuiet)' ol lactors. 
The main culprit has been the alarming increase in 
non-performing assets (NPAs). Data, as on March 
31,2012 indicate drat, whde a credit growdi recorded 
16.3% in the current yeiir, the NPA growth was by 
43.9%. Gross NPA ratio was 2.9% as against 2.4 in 
Miuch2011. 



Table: 5.1 1 : Gujarat: Ground level Credit Flow to lndustries(Rs. crore ) 



r 

Industi iid categories 


2008-09 


2009-10 


2010-11 ^ 


Commercial Banks 


4460.85 


4512.36 


6921.65 


Regioiiid Rund Biinks 


17.86 


19.51 


34.56 


Cooperative Banks ^^^H 


H 66.85 


^1 267.37 ^^^1 


^^^1 284.10 


Totid 

V 


4545.56 


4799.24 


7240.31 j 



Source: State level Bilkers ' Conmiittee 
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Once an account is classified as a NPA, biuiLs ciumot 
recognise interest from it. Further, interest debited 
during the previous period, and not collected yet, 
will have to be reversed. This will dent profits for 
the current period. The reduction in interest will 
also affect the net interest income (Nil) and net 
interest margin (NIM). Substantiiil pro\'isions will 
have to be made for tliis impact from the ])rofit for 
the current period. This will agciin have an effect 
on the net profits and result in lower return on 
assets (ROAs). The mjiinteniuice expenses on such 
accounts include recovery charges, legal charges, 
and inspection chiuges. Expenses towiuxls insuriuice 
and security of assets will also have to be met by the 
bank. These charges can be recovered only during 
final recovery^ This amount is often insufficient to 
cover the principal iuid interest, let iilone the above 
charges. 

NPAs, which is a critic;il redline in banking parkmce 
in India, has been rising over the years. During 
die financial crisis in 2008-2009, viirious stimulus 
packages were jmnounced by the Government and 
the Resen'e Bank of India (RBI) to turn iu'ound 
ailing industries, ha\'ing NPAimplications of banks. 
These included restructuring of impaired assets 
along widi interest and concessions held by banks. 
Biuiks in the country resorted to restructuring a kirge 
number of impaired assets and retaining them as 
'performing assets'. The restructuring programme 
was based on frriiincial projections which failed in 
most cases. These accounts may now have to be 
classified as NPAs. 

There me some other reasons as well for accounts 
getting classified as NPAs. A few accounts have 
been techniciifly-classified so because of delays in 
commencement of commercial production despite 
interest and installments being paid. The delays 
have been attributed to cost- and time -overruns. 
A large number of educational loiuis, mostly given 
on libenil terms as per previiiling guidelines of the 
Union Government, are showing signs of going 
sour. Many of tlrese loiins, especiiilly those below 
Rs 4 lakhs, are also now turning into NPAs. In the 
case of kirge consortium advances, the position is 
more comjjlicated. Wliile the fixed assets dre under 
first chiirge to the term lenders, the working-capital 
bankers hold second charge over the fixed assets 
and first charge over the current assets. 
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8.0. Financial Exclusion: Structure and 
Dimensions 

With the enhiuiced growth of tire economy, tlrere has 
been an increase in frnanciiil deepening. However, 
there is a need to leverage the present stage of 
development for an increase in the breadth juid 
coverage of formiil firiiuice, that the MSME sector 
I really lack. Firiiince at tire bottom of the p>Tiimid 
I has often been discussed under the rubric, 'inclusive 
finance'. The 'Dr C Rangarajan Committee on 
Financial Inclusion' (2008) has opined that "access 
to finance by the poor and vulnerable groups is 
a prerecjuisite for poverty reduction and social 
I cohesion. 'Financial inclusion' denotes delivery 
of financial ser\'ices at an affordable cost to the 
vast sections of the disadvantaged and low-income 
groups. Its objective is to extend the scope of 
acti\'ities of the organized financiiif system to include 
within its iuirbit people with low. 

"Inclusive growth", is a little more than just the 
benefits of growtli being distributed ecjuitably iuid 
evenly; it is the participation of all sections and 
regions of society in the growth story and their 
reaping the benefits of gr'owtli. The two basic supply- 
side issues to address the concerns of inclusive 
growth are. (i) effective credit delivery system to 
facilitate productive investment in employment 
impacting sectors especially, agriculture, micro, 
smiill imd mediimi enterprises iind (ii) large sciife 
investment in infrastructural facilities like irrigation, 
roads, niilways, communication, ports, power, runil/ 
urban reconstruction ;md in sociiil infrastructure 
such as health care, education and sanitation. 
ProgTiimmes, in this context, impacting on MSMEs 
am be of two ty[)es: a) direct; and b) indirect. In fact, 
many of the so-ciifled inclusive policies of today iu'e 
not directly im])acting on MSMEs. 

The economic activities are expanding and new 
ones m e being created leading to improving income 
levels in both rural jmd urbiui iireas. Riding on tire 
growth momentum, corporate profitability has 
iilso exhibited sustiiinable trends. At present, our 
financial depth is much lower tiian that of peer 
group, although it has picked up in the recent past. 
While there is evidence of an increase in frniincial 
deepening, pjirticukiriy during the current decade, 
tiiere is a need to leverage the present stage of 
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development for an increase in the breadth and 
coverage of formiil finiince. Deejjening tlie financial 
system dnd widening its reacli is crucial. 

The two basic supply-side issues to address the 
concerns ol inclusive growtli are. (i) effective credit 
delivery system to facilitate productive investment in 
empknTnent impacting sectors especiiiUy, iigriculture, 
micro, sniiill and medium enterprises and (ii) kirge 
scale investment in infrastructural facilities like 
irrigation, roads, railways, communication, ports, 
power, rural/urban reconstruction and in social 
infrastructure such as health care, education imd 
siuiitation. 

What started as dn experiment for financial inclusion 
of the vast majority having no access to banking 
facilities has now become a movement. 

The Chakrabiirt^f Committee recommended that 
the performance of the biuiks indicates the need 
for a concerted approach. Basic Statistical Returns 
compiled by RBI for March 2006 reveiil that RRBs 
have 13908 offices in runil and semi urban iu eas imd 
the average number of accounts imd credit per bnmch 
is 919 accounts imd Rs 2.41 crores respectively. The 
relevant diita for iill scheduled commerciiil biuiks is 
46081 offices imd 1082 iiccounts i)er briuich with 
credit exposure of Rs 6.02 crores per office. Thus the 
RRBs need to strengthen their role as development 
ciitiilysts for the rural areas. 

The Reserve Biuik of India iiddresses finimciiil 
exclusion in the MSME sector in multiple wiiys. 
Besides the expimded role of RRBs imd coopenitive 
bimks, other modes like use of business fiicilitiitors/ 
business corresjjondents, opening of more MSME 
brimches, ciipiicity building for tlie MFI Institutions, 
assisting in building of forward and backward 



linkiiges etc. miiy be used. For inclusive growth, 
the banks shiill hiive to reach out to its constituents 
physically, for which the banks shall hiive to 
introduce innoviitive ways like use of drimght imimiils 
or biu'efoot bimking. Such radiciil iipproiicli shiiU 
hiive to be biicked by technology, so thiit iiU sendees 
nomiiilly used by such remote constituents iire made 
iiviuliible right iit their doorstep. 

There hiis been a decline in credit to enterprises witii 
investment in i)limt imd niiichineiy upto Rs 5 liiklrs. 
It has come down from 23.3% of smiiU enterprises 
advimces m 2002-03 to 17.07% in 200,5-06. As a 
percentiige of GBC the figxire has come do\ra from 
1.94% m 2002-03 to 1.19% in 2005-06. Thus, die 
piittern of funding by the banks remains skewed 
towiu'ds liirger firms. Finimciiil exclusion in small 
units is very high notvrithstimding the conipliiince of 
guidelines on finimciiil inclusion by idl commerciiil 
biiiiks. The promoters of tiny micro enterprises 
noriiiidly iire neidier skilled nor educiited. 

enhiincenient either by colliiteriil security' or by 
credit guiuiintee gets iicceiituiited in these accounts. 
However, most such entrepreneurs, being very 
sniidl, hiive little colliiteriil security' to offer. Further, 
the premium for credit guiinmtee coverage iit 1 .5% 
iis iiiitiiil fees and 0.7,5% as annual service fees 
(proposed to be reduced to 1% iind 0.,5% for loans 
upto Rs ,5 liikhs in the Union Budget for 2008-09) 
iidversely inipiicts die marginal viiibility enjoyed by 
such units. In order to encourage financial inclusion, 
we suggest tiiiit the Government may explore the 
possibility of beiiring the entire credit guiinmtee fees 
for micro enterprises. 

The incidence of NPAs in sniidl enterprises as 
regards the public sector biinks (which contribute 
more thiin three fourdi of the totid lending to this 



Gujarat Scene of NPAs of Banks 

According to diita provided by SLBC, MSME bonowings in Gujiuiit hiive reached close to Rs 
16,000 crore byjune 2011. In hscid 2010-11 , borrowings by MSME sector stood Rs 24,825 
crores. As 5)er die SLBC report, NPA in MSME sector has iiliiiost reniidned stiible with slight 
iiicreiise from piist fiscid. The NPA in MSME segment for the yeiir 2010-1 1 was recorded iit 
0.55 per cent to tiie gross iidvimces, while in the fisciil 2011-12, till June, 2011, it stood iit 0.56 
per cent. 
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sector) is ,5.58% \'is-a-\'is 2.93% for die system as a 
whole. This high level of NPAs makes the lender 
averse to lending to this sector. There is a need for 
strengthening the risk taking capabilit\' of die banks, 
especiidly for micro enterprises. We suggest that the 
risk coverage under CGTMSE may be nused to 80% 
for all micro enterprises. 

With the objective of bringing more and more 
micro iind small enterprises under the formal credit 
delivery system, the Government has suggested, in 
its Policy Package (200,5), that each semi urban/ 
urban branch of the commercial banks (including 
regioiiid rund banks) should 5)rovide credit cover on 
an average to at least ,5 new tiny, small and medium 
enterprises per year. The banks may set higher 
targets for themselves so that they may fmiuice at 
an average of at least 10 accounts per send-urban/ 
urban bnmcli per year. New branches or branches 
in residentiid areas may not be able to achieve this 
growth and dierefore other bnmclies would have to 
fill in the gap to achieve die tiirgets. 

More recently, the RBI has called upon banks 
to set up financial management advisory desks 
to help MSMEs with non-core lunctions such as 
accounting, taxation dnd financial management. 
Banks could charge a reasonable fee to provide 
these sendees to the enterprises. According to the 
Centr al Bank, the to]) management of baidis should 
show their commitment to the MSME sector by 
clearly spelling out the targets for expanding the 
MSME portfolio at the branch level and closely 
monitoring them. Further, to ensure tnmspiirency, 
banks should disclose the interest rates they cliiirge 
their borrowers segment-wise in the bidance sheets. 
Despite the wide nmging discussions on Business 
Development Sendees (BDS) following the Donor 
Committee Report (2000), there are several cultural 
factors in India diat hold back the development of 
BDS niiukets in the countn'. These factors need to 
be overcome. 

All these woukl demand biuiks to tighten tiieir credit 
appraisal standards. They should not relax their 
standards just because credit guanmtee institutions 
such as the CGTMSE iuid die ECGC wiW pick up the 
tab should loans turn bad. A proactive policy would 
imply that, entrepreneurs should be encouraged to 
experiment with business ideas. If the entrepreneurs 




102 



fidl in their ventures, tiiey should have an easy exit 
I)olicy. 

9.0. Finance at the Bottom of the Pyramid 

The business case for MSME finance can be 
woven neatly into a responsible business paradigm. 
Finance at the bottom of die pwiuiiid implies both 
a responsibility dnd an opportunity'. Therefore, the 
discussion on liiiiuicial inclusion should necessarily 
implies a business case as well. If it does not the 
whole exercise of attempting at financial inclusion, 
becomes a cost on the economy. 

It is a well expected fact that, energizing the rural 
economy of India, contributes significantiy to the 
growdi process in the country. But to what extent 
this process of energizing take place is dependent 
on the speed and manner in which resources flow in 
the rural economy. The greatest bigger, obviously, 
is financiid resources. 

Rural credit as a subject has gained significance 
I)olicy attention and institutioiiid attention or the 
past several years. However, extending fiiiiuice to 
die unsendced, and finding a deniiuid for credit are 
two different subjects, which i)ublic policy has not 
been able to address properly. For the rund dnd 
urbiui poor, tiiere dre veiy limited livelihood options, 
where the cruciid input is his o\mi labour. Given his 
basic iu idimetics, die key source of liniuicing is ti'ade 
credit dnd adviuices from die kmdlord. Progi iunmes 
such as SGSY,have not yet been able to brejik diis 
web of feudal relationships, under which die rural 
enterprises function(eg: hiuidlooms of Vanmasi). 

While the availability of credit is gidded by the 
piirticukir social structure and relations, rather tliiui 
by the avidlability ol banking sendees, sti'ategies of 
reaching such enterprises through branch expiuision 
and extension of technology will not serve the 
purpose. The solution lies in progressively brejiking 
the clutches of such inforniid financing iUTiuigements 
through reid sendees. It is in this context that the 
vitidit\' of business development sendees (BDS) dnd 
communication teclimcjues iuise. 

The Cliakrabarty Committee suggested that a 
scheme for utilising specified NGOs for pro\dding 
the following sendees to tiny micro enterprises may 
be launched by die Government. 
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10.0. Policy Imperatives 

Credit delivery to MSMEs, in essence, means 
enabling access to financiid products iuid sendees 
from miiinstream finimciiil institutions. This recjuires 
creating a conducive environment for banks to 
pro\'ide adecjuate and timely finance at reasonable 
rates. It is often argued that, such an environment 
could be created eidrer through incentives for banks 
or through specific regulations that dre designed, 
by intention, to attain the objective of economic 
development (RBI, 2010). However, the challenge 
for an emerging economy like India need to be 
somediing more thiui this conventionid approach. 
India's unique position of its large MSME base, 
as also its huge banking nebvork, offers significant 
business opportunities for both die piirties. The key 
concern should be how to tiip diese opportunities on 
a win-win basis, so that ultimately, the economy itself 
is benefited.The above discussion lead us to die need 
for a focus on tire following policy iireas : 

10.1. Institutional Synergy 

The history of MSME promotion in India has 
witnessed the creation of an elaborate institutional 
net^vork that, among other things, cater to the 
needs of financing the sector. The State Finance 
Corporations, set up under the SFC Act, as idso 
the SIDCs set up under the Companies Act, imi)ly 



a sigitificant state level nebvork. SIDBI was set up 
in 1991 as iin apex bank meiuit for fmiuicing this 
sector. It has been alleged that both SIDBI and the 
SFCs do not satisfy the interests of MSME fin^mcing 
in a significant manner. While both SIDBI and 
the SFCs fidl under die puniew of the Ministiy of 
Finance, and tiie constituency being tidien care of by 
the Ministry of MSME,tlie \itid policy synergy and 
CO ordination of activities often do not take place. It 
is ad\isable that the SFCs iire merged with SIDBI 
so that there could be one entit\' tiiking care of the 
financial needs of the MSMEs. It is idso importiuit 
that the Phmning&Development portfolio of SIDBI 
be significantly enhanced ,so that the apex Biuik ciui 
better ratioiiidise its existence. As on today, SIDBI's 
compass is spread over a variety of acti\ites, with no 
significiuit focus on any one. 

70.2. Decentralised Promotional Structure 

The state level EDIs, SIDCs juid die TCOs perfomi 
a role that is more complementan' tiijm competitive. 
Merging the three institutions ciui liel]) to create a 
ku'ger deceiiti'alized promotional structure. 

10.3. New Role for SLBC 

The Uslia Tliorat Committee on SLBC has 
advocated converting Biuiker's Committees tiiem 
into professioiiid bodies with high powers. It is really 



New Financial Products : Examples from UAE 

A new model of finance is 'BiuterciU'd' (www.bartercard.com), a uiiicjue senice network that is 
not funded on a cash basis but by goods jmd senices exchanged or biutered with other Biutercard 
members. Unlike traditional credit, debit cards or cliecjues, a Biirtercard transaction requires 
member businesses to exchange goods dnd senices with each other for 'Trade Dollars'. 

These Trade Dollars are credited to the member's BiuterciU'd account when goods or senices 
iu e exchanged. Members can then utilize their Bartercard Trade Dollars to purchase goods iind 
senices from dny otiier Bartercard member. Members save valuable cash flow and boost tiieir 
profitability by taking advantage of the Bartercard iiebvork. 

'BiuterciU'd' is committed to helping SMEs grow and achieve fmanciid success by facilitating a 
trade exchiuige network tiiat offers dynamic and effective ways of conducting business. Although 
die concept of biirter is tiiousjmds of years old, bartering through Biirterciud is the most innovative 
way of combining modern teclinolog>% a communitN^ of businesses, and indirect and direct 
niiu'keting chiinnels to improve customer base, sales, profit eUid cash flow\ 



Source: mabianbusiness. com 
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Tang Model of China: A lesson for Cluster Developmentin Gujarat 

As in many other countries, Chinese SMEs iilso are hindered by lack ol capital. Thomas Tiing, a 
spokesman for SMEsD iuid Director, Bureau of Devek)pment Pkmning at the Chengdu National 
High-Tech Industrial Development Zone (HTIDZ), has long sought a way to help SMEs resolve 
their difficulties in financing. 

Understanding the limited awiu'eness of SMEs iind their difficulties. Tang tried sevenil times 
to act as a go-between for tlie SMEs imd banks ; but banks were reluctant to provide funding 
without substantial collateral. Tang proposed a trapezoidiil financing model after analyzing 
SMEs' management, the role of fiiiimciiil institutions, the government's supi)ort ol legislation and 
regiilatoiy issues. Based on enterprises, fiiiimcial institutions and the strength ol the government, 
he defined a way to solve the financing problems . 

SMEs in different periods need different fin;mcing solutions: the seed stage, they need government 
support funds; in the growth stage, venture capital; in the ex5)imsion phase, debt finiuicing; and in 
the mature sbige, ecjuity financing. Tang's model stresses that the Government's leading role is 
to promote the establishment of a financial support system. Using this model, Chengdu HTIDZ 
hiis helped SMEs obtain more tli;m 200 million in loeUis and avoid bad debts. J 

Sourceilndhi MSME Report, 2012 



Key Challenges of a Banker 

The latest chiillenges ol MSME financing for banks constructing robust business model and 
lending programmes that are profitable. Designing a marketing prognmrme that suits 
credit products that ciui be effectively sold into the SME market. Mitigating critical risks 
that hinders the growth businesses - Uncovering tire hidden key to SME growth. Sti'ategiciilly 
engaging the MSME market. Upscaling credit analysis methodologies to stimulate SMEs 
to be more biuikable Intensifidng relationship niiinagement capabilities to enable greater 
access to SMEs. These are two chiillenges before biuikers today. 



felt tiiat, the inadequate quality of deliberations by 
SLBCs has resulted in lailure to provide a clear 
direction to bankers. It is high time that the SLBCs 
are converted into professioiiiil bodies by including 
outside professionals as well. 

70. 4. MSME Development Fund 

The MSME Act 2006 has pnndded a legal stiitus to 
MSME policy in the comitr>'. However it is impoitiuit 
to note that, in absence ol an MSME Fund, it is 
difficult to operatioiiiilise tire decisions tiiken at the 
state level. Natunilly, the State Governments have 
a tendency to significantly depend upon centriilly 
sponsored schemes. The Fund ciin be set up on the 



basis ol a Center State- Resource shiiring formula, 
which will enable to enlijmce the recepti\'it\' ol State 
Governments in relation to centi'iil funds and FDI in 
a meiuringlul miumer. The biinLs also can contiibute 
to this Fund, thereby making them a significiuit stake 
holder in government jjrogrammes.At present a 
Fund exist, but under the exclusive control ol dn 
apex Bank,SIDBI,the lending policies ol which are 
highly centnilized. 

70.5. 'Missing Middle' Problem 

While there has been some focus on start-ups, the 
'growtli' aspect of MSMEs in India is still confined 
to the policy space. It has become imperative to 
focus on growtli significantly. Creation ol a Tinjmciiil 
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Inclusion cum Growth Fund' can be a meaningful 
step towards ensuring credit flow and bridging the 
"Missing Middle" problem. 

10.6. Cluster Financing 

Available evidences indicate drat, tlie cluster finjmcing 
strategy' has yielded significant results, neitlrer in 
terms of reducing the cost of credit, nor in terms 
of enhancing credit flow to the MSME Sector. The 
biuiks operate largely drrough speciidized MSME 
bnmches. Besides, the coordination among banks 
also is limited. It is achdsable to have networking 
among biuiks in a local context. The concept of 
'State Level Small Business Fin^mce Hubs' can be 
a meaningful first stej) in ensuring concentrated 
action by the banks in a locid setting and to enhiuice 
financial inclusion. The 'Small Business Finance 
Hubs' ciin act as an operational hub of die SLBC. 
These Hubs can meaningfully impliment a project 
called 'Finance Park'. 

70.7. MSME Insurance 

MSME Insurance is a badly neglected area. It is 
advisable to set up jui MSME Insunmce Cor{)oration 
of India (MICI), on lines of the Exjjort Credit 
Guanmtee Corporation of India. 



10. 8. Delayed Payments 

Delayed payments is a major problem haunting 
the MSMEs today. Regulatory measures, as 
experience shows, have not been very successful 
in the Indian Context. It is ad\'isable to bring in a 
voluntiUT compliiuice system. This will have much 
greater acceptabilit\' both among the lenders and 
the borrowers. 

1 1.0. Conclusion 

In most discussions on sniidl entei'jmse devek)pment, 
finance comes up as a key bone of contention. Such 
debates often confine to one iuea: adecjuacy of credit. 
It is time to discass otirer aspects of credit, such as use 
of credit as well, and appropriateness of financials. 
Between micro finiuice and venture capitid, tirere are 
much more issues that need to be debated. Such a 
debate implies not only enhanced flow of credit, but 
also, a well-iuticulated business case for lending to 
the MSME sector. Beyond policy pronouncements 
and directives by the Central Biuik, what is needed 
for the public sector biuiks is dn enlightenment for 
anidysing the ground level situation iuid to evolve a 
sti'ong business case for lending to the MSME sector. 
While Gujiirathas successfully established significjmt 
synergies iiniong various promotional schemes, it is 
importimt that they be supported by innovations in 
the financiid sector. 




I.O.Introduction 

The concepts of 'innovation' and 'new economy' 
create a lot of illusions. But a cruciiil (juestion relates 
to their contribution in an inclusive growdi sti'ategA'. 
Gujar at has demonstrated a significant success stoiy 
of MSME growth and performance of the new 
economy. What are the lessons that Gujiirat offer 
to the rest of the countiT? This chapter discusses 
the new currents in the economy of the State, 
especially in the context of SEZs, dviiiuiiic Clusters 
and ICT. 

2.0. Innovation and 'New Economy': Key 
Concepts of the Day 

The terms innovation iuid new economy dre the 
tvvo key concepts that guide economic growth today. 
Therefore, it is important to discuss these concepts in 
order to have im understimding of where tlie MSME 
debate is placed today. High-gi'owth industries that 
are on the cutting edge of technologA^ are centi'al to 
the modem debates on economic gi'owth today. The 
term 'new economy' is a buzzword for tliis. 

The concept of a 'digital economy' emerged in 
die last decade of the 20th centuiy, in tire context 
of the high- tech tools, such as the internet, and 
increasingly powerful computers, began penetrating 
die consumer jmd business marketplace. Nicholas 
Negro ponte (199,5) used a metaphor of shifting 
from processing atoms to processing bits.[l] 
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Innovation and 
New Economy 
Enterprises 

He discussed tlie disadvantages of tlie former (e.g., 
mass, materials, tiiuisport) and advjmtages of the 
latter (e.g., weightlessness, virtual, instant global 
movement). In this new economy, digitid networking 
iuid communication infrastructures pnndde a global 
platfbmi over which people iuid orgiuiizations devise 
strategies, interact, communicate, collaborate and 
seiirch for information. 

From the investor's point of view, the thought that 
a "new economy" had arrived, was e\'ident in the 
hysteria surrounding the tech-bubble of the late 
'90s and early 2000s. Without fully considering 
macroeconomic factors, investors and financial 
institutions bid up stock prices to unprecedented 
highs. Aldiough the tech bubble has long since burst, 
the remaining firms have remained veiy innovative 
iuid at the forefront of technology. 

What is the relevance of drese two concepts to 
die context of MSMEsP It is widely accei)ted that 
the growth of the digitid economy has widespread 
impact on the whole economy. Various attempts 
at categorising the size of the impact on traditional 
sectors have been made. [11] [12] The Boston 
Consulting Group discussed "four waves of change 
sweeping over consumer goods and retail", for 
insfcmce. [13] Deloitte ranked six industry sectors 
as having a "short fuse" imd to experience a "big 
bang" as a result of tire digit;d economy. [14] Telstra, 
a leading Australiiui telecommunications provider, 
describes how com5)etition will become more 
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global and more intense as a result ol the digitiil 
economy.[l,5] . Increasingly, the "digital economy" 
is intertwined wiXh. the traditional economy making 
a clear delineation harder. 

Given its expected broad impact, traditional 
firms iire actively assessing how to respond to the 
changes brought about by the digital economy. 
For corporations, timing ol their response is of 
the essence. Banks iU'e tiying to innovate iuid use 
digital tools to improve their traditional business. 
Governments iu'e investing in inlrastructure. 

Comp;mies in die new economy jue hea\'ily involved 
in the internet iuid biotech industi ies, but tire ripple 
effects ol new technologies has spread out to iill 
other industries as well. The new economy is also 
an economic system based on e-commerce. 

3.0. Innovation: The Old and the New 
Debates 

The term 'innovation' was lormally brought 
into the discourse in economics by Schumpeter, 
and therefore, the Schumpeterian definition ol 
innovation remains widely (juoted. Schumpeter 
defines innovation as "the introduction ol new goods 
(...), new metiiods ol production (...), the opening 
ol new markets (...), the concjuest ol new sources ol 
supply (...) jmd die caiTying out ol a new orgiuiization 
of any industiy" ( Schumpeter, 1961) 

In the modern world, there has been an explosion 
ol millions ol products in substitution and 
complementiin' roles, and new products are added 
eveiT day. Besides, tiiere is a new way ol doing the 
same thing more effectively and efficiently. This 
has been lacilitated, to a huge extent, by the spurt 
in Information Technology'. 

Innovation, in simple terms, means, 'to make 
somediiiig or to do something in a new way'. But, 
'business innovation', by definition has to also include 
the concept ol improvement,; it is not simply to do 
somediiiig differently, but to do or make something 
better. Business innovation involves developing 
new products or improving existing technologies, 
processes, designs iuid marketing to solve problems 
and reach customers. 

The twenty-first century is not only the era ol 
knowledge-driven development, but ol sustiunable 
development as well. The chidlenge ol enterprise 
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development today is to achieve the "trijjle bottom 
line", where environmental sustainability has a 
paramount role. Technology has to ensure that 
India's MSMEs reniiiin both green and cleim, while 
helping to achieve the social and economic goals 
expected ol it. The emerging world-orientation 
towards green business offers both opportunities 
and threats to our MSMEs, which need to be 
addressed in an integrated frame work of policy 
iuid strategies. 

Globalisation, technologicid ch^mge and the levelling 
of access to information bring new opportunities 
for SMEs, but also pressures, risks and tnmsition 
costs. Compared to large ffrms, SMEs jue less able 
to undertidie research, and have sniidler margins to 
manage volatile cash Hows due to nwket turbulence 
or late payments. At the same time, SMEs enjoy key 
advantages in die form of greater adaptabilit\' iuid 
freedom from die legacy ol entrenched technok)gies 
or relationships. Today, many SMEs are widening 
their horizons and reaching out to global niiirkets 
or piirtners. This is in part occurring through new 
forms iuid ways of networking, which idlow SMEs 
to combine the advantages ol small scide iuid strong 
k)Cid presence with the economies ol scide jmd scope 
{jrcndded by networks. 

In this new playing field, it is more importiuit tliiui 
ever for SMEs to innovate, and this applies to new 
iuid traditional sectors alike. Innovation can take 
niiuiy shapes: commercialization ol new technologies 
as well as changes in how firms organise themselves, 
manage and train their employees, serve their 
customers and mjukets. 

In SMEs, jmd particularly in semices, innovation ciui 
tiike uni)redictable lorms, which iu'e seldom covered 
by traditiomd public i)olicies. Novel innovative efforts 
may also arise from, ;md jue in fact a prerecjuisite 
for, successful networking Jimong SMEs. 

'Clusters' or 'industrial districts' c<m strengthen die 
ability ol small firms to comi)ete successfully at the 
international level while continuing to exploit tiieir 
local strengtiis. Clusters are production networks 
made up ol firms become strongly interdependent 
and grow together, e.g. through synergies in the 
value-added chain, market strategies, mutual lejiniing 
iuid beneficial specialisation. In industriid districts. 
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Knowledge: The Key Source of Comparative Advantage 

Confronted witli lower-cost competition in foreign locations, producers in the high-cost countries 
have been conlronted with live strategic options in responding to globalisation: i) 
chiuige nothing and suffer losses of profitability and niiirket share; ii) reduce wages and other 
production costs sufficiently to compete witli low-cost foreign producers; iii) substitute ecjuipment 
jmd technologA' for labour to increase productivitA^; iv) shift production out of high-cost iuid 
into low-cost locations; and v) shift into knowledge -based economic activities. In die emerging 
boundarA'-free world, the last option is becoming increasingly cruciiil. 



this occurs through firms opting to locate and 
operate in (1) physiciil proximity. Often, clusters 
encompass (2) iilliances with universities, research 
institutes, knowledge-intensive business ser\'ices, 
bridging institutions (e.g. consultants) juid customers. 
For various reasons, clusters may not evolve 
sponbmeously, and their development is affected 
by various national and lociil policies, institutions 
and infrastructure. 

Going online, exploiting tlie Internet iind engiiging 
in electronic commerce represents another proactive 
strategy to reach new customers and suppliers, cut 
costs and expiuid in intemationiil nwkets. Knowledge 
can easily be transf erred, billowing opportunities to be 
rapidly embraced by firms and indiwluals im>'where 
in the world. However, going on line also raises 
problems iuid obstacles. SMEs must deal with issues 
such as managing expanding information flows, 
cross-border taxation, authentitication, tnmsaction 
security and dispute settlement, and must be 
able to build public recognition and trust beyond 
national borders. The cost of accjuiring the recjuired 
technologies and skills can be disproportionately 
high for smaller comjjiuiies. An understimding of 
the role played by public policy iuid viuious stiike 
holders, is important, as tliey are decisive in shaping 
die direction of change. 

4.0. MSME Innovation: A System Approach 

The term 'innovation' has been widely used in 
development literature, as also in the context of 
industriid development. However, in the context of 
SMEs, it has a speciiil relevance iuid scope. While 
innovations are \'ifcil for economic development, they 
can happen only within some criticiil constraints. 
Economic and social costs and benefits need to be 
weighed before policy initiatives iu'e thought of. 



The concept of nationjil system of innovation has 
been used as an iuialytical tool since the late 1980s. 
The system approach, according to Gault (2010), 
involves three components: a) activities; b) linkages; 
iuid c) outcomes. 

4.1. Activities 

Wlio iire die actors in die system? Tlus is tlie piimary 
(juestion involved in a system approach. The primary 
actor, of course, is the entrepreneur's themselves. 
The eiiti'epreiieurs themselves iire a heterogeneous 
group in die Indian context. 

At the one end, there is a small group of d^iiiuiiic 
SME, mostly urban centred, who are the one 
subgroup lia\'iiig the highest functional visibility,'. 
The business case of the MSME sector is often 
perceived by the other stiikeholders like fiiiiuicial 
institutions iuid promotional agencies on them. The 
huge niajorit\' of unorganized sector units however, 
do not have such functional \'isibility, and a business 
case is often i)ooiiy built upon them. 

The next (juestion relates to the nature of tlieacti\'ity 
engaged in by the actors. This is esseiitiiillya denijuid- 
supply (juestion. The needs of tlieeiitrepreiieurs, 
iuid the percei)tion of such needby other actors, 
determine the nature of tlieacti\'ities initiated. In 
fact, it is die escalatingtraiisactioiis costs involved 
in doing business is akey constraint of SMEs in 
India today the teriiitransactions costs, however, 
is a generic term, which need to be spelled out. 
Reducing traiisactioiiscosts, as a problem, has 
often been addressed interms of two things: a) 
systems; and b) services.The single window system, 
practicesed by state governments jue meant to be 
a system thataddresses these problems. Besides, 
various actors, including the governments, donors 
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etc. facilitateBDS in various forms. Including the 
cost to the actor? What knowledge is produced? 
Whatknowledge is used? The setting of the activity, 
ie, where the activitA^ ishappening, is Jilso cruciiil. 
Firm-specificinnovations iue limited in their scope, 
as theopportunities of further innovations lie 
exclusiveMvith that firm. On the otlier hiuid, cluster 
level or region level innovations have a much greater 
opportunity of scaling up. This enhiinced opportunity 
has been widely appreciated mound the world, and 
tliat expliiins the rationale of collective efficiency 
models in theory and practice .Why iui actor initiates 
an innovation programme is also a centi'iil (juestion. 
Institutions and programmes ha\'ing a long term iuid 
nationahdsion, may contribute much greater for a 
nationiil system of innovation than others. Here, 
die objective of the actor is a cruciiil factor. The 
histoiy of energy efficiency iuid renewable energy 
programmes in India are a classic example. These 
programmes originated essentially as government 
programmes, though they were projected to be 
meiuit for greater innovation. On the other hand, tire 
IT sector innovations were i)rimiU'ily triggered by the 
active role of the private sector, and turned out to 
be much more successful. Thus, the objective of the 
actors behind the innovation iu'e crucial in shaping 
tiieir contribution to the innovation system. 

4.2. Linkages 

Anotiier (juestion relates to what resources have 
been committed to the activity' which involve other 
actors? These include, expenditure, materials, 
energy, human resources, capital investment and 
knowledge tnmsmission. 

Linkages, ob\'iously, iire a (juestion of i)rioritization. 
Given die basic goal of die firm (miiximising profit) 



commitment of resources on a jjiu ticular acti\'it\' 
is, essentially a transformation jjroblem. This 
transformation agjiin tiikes j)lace on die basis of 1) die 
entrej)reneur's i)ercei)tion; iuid 2) critical exjjerience 
in the j)ast. For instance, unreliable jjower situation 
iuid its high costs may be a reason for going into new 
energy sources. 

Similarly, where enhanced attrition of human 
resources take i)lace, technologies such as cloud 
comjjuting may jjrovide better efficiency in office 
management. Understanding of the jjnjblem, as 
above, by itself is not enough. It is idso imi)ort;mt to get 
connected widi die right contacts, social orgiuiization, 
iuid suj)j)orting infrastructure. In the Indian MSME 
sector, linkage is a badly neglected area.But this 
is often a general j)roblem in many developing 
countries. Wliile government j)rognimmes are the 
only sources of innovation initiatives relating to the 
SME sector, the government machineiy is not often 
keen to design such j)rogi'ammes in a stateof -the- 
iirt manner. It is a stiite of knowledge, ie, crucial in 
I)rogramme development. The programme under 
imj)lementation creates ine\'itability of ac(juiring 
new knowledge. However, at both the ends, the 
government fjiils, essentiidly because of lack of a 
continuous learning jH'ocess. Learning is insuf ficient 
because of poor engagement of the stiikeliolders 
on the basis oi a strong knowledge- base. Such 
knowledge base can hajjjjen only through a co- 
fertilization of knowledge across die government, 
I)rivate sector, iuid other actors. As a result, though 
inade(juate, there has been, exjjenditure, materials, 
energy, human resources and capital investments. 
But it does not lead to knowledge creation iind its 
tr;msmission. There is als(j lack oi aj)i)roj)riate social 
orgiuiizations jmd supporting infrastmcture that lead 
to a continuous i)rocess of knowledge creation. 



Cloud Computing: The New Technology 

Mr. Cliristoj)her (Tso-Sung) Lai (201 1), Director of Business Stait-uj) and Incubation Di\'ision 
in Sniidl iind Medium Enterj)rises Administration from Chinese Tiiijjei, underscores the benefit 
from ai)i)lying cloud comjjuting technology to business oj)eration iuid niiuiagement in the SME 
context. As combining virtual cloud comj)uting technology' iuid j)hysicid logistic flows, cloud 
comj)uting is one of the most cost-efficient tools that could effectively imjjrove the logistics 
structure, tnmsjjortation (jiuditA' and security. It is believed that enteiprises, by adojjting new 
technology and mjuiageriid teclini(jues, can tidie great adviuitage on enhancing the flows of 
j^nformation behveen dej)artments, suj)j)liers and customers. J 
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How to connect iuid get connected? Wliat iu'e the 
social organizations, the supporting infrastructures 
appropriate and relevant to the context?. How can 
networks jmd constrjiints on tlie linkages of the actors 
be discii)lined? These iu'e issues that demand close 
examination. 

3.3. Outcomes 

The outcomes of iui innovation initiative iu'e iiil the 
more cruciiil. Wliat ju e the outcomes in the short-run 
and in the long-run? In the short-run, an innovation 
should lead to visible outcomes, like change in 
die market share skill levels of tlie workforce, and 
to more clear expressions of innovation such as , 
patents iuid publications, new products or processes. 
Wliile the unorgiuiized sector is dominiuit in the 
Indian MSME sector, a much more important 
indicator could be enhancements of emplo\inent, 
from piut-time to full-time as also in absolute terms. 
It can also mean a reguhu" income drat corresponds 
to remuneration for wage labour. 

What result? Wliat happened in die short term? 
(chiinge in nwket sliiu'e, skill levels of the workforce, 
patents, publications. New products or processes) 



All application of the framework can simply be 
summarised in the following sentence: For an 
actor(who) to perform and activity (what) in a 
location (where) in order to achieve an objective 
(why), what iu'e the costs (how much), the linkages 
and incentives (How connected) in order to 
produce an outcome (what result, over time) in 
the phiirmaceutical sector (where) in order to gain 
market share (why) is correlated with die size of 
government contracts, received (How much and 
connected) iuid the iuiiount of refundable tiix credits 
received(liow much and how connected) 

4.0. Key Innovation Issues in Gujarat 

While 'innovation' as a concept has vast scope, 
its ai)plicability varies from country to country. 
Therefore, there cannot be a uniform innovation 
policy in all countiies. Viewed from diis angle, it 
is important to discuss the key MSME innovation 
issues in India, agiiinst the comparative situation that 
prevails in other pjuts of the world. 

SME innovation policy in Europe, though has 
a longer history than that of many developing 
countries, has taken an accelerated role in the 



Global Dimensions of SME Innovation 

There has been enhanced politicid consensus around die world on the role of SMEs relating 
to innovation. According to Pia Gjellerup, Minister for Trade and Industiy, Denniiirk, "iui 
important task of governments is to ensure that social returns on innovation are reaped to die 
niiLximum possible extent. Therefore, there is clejuiy a role for governments in promoting 
new technologies. But how should it be done? The full benefits of die new economy are only 
reaped if new technologies iue implemented in an efficient way throughout society'. Only then 
will overall productivity stiut to rise and general welfiue for society improve significiintly. In 
order to achieve this, we need a new policy that focuses on speeding up technology diffusion 
iuid the extension of technology to idl segments of the economy. SMEs will play a key role in 
that diffusion. The dynamism of SMEs is crucial in extending and tnuisferring the benefits of 
new technologies to societA'." 

The organizational dimensions of innovation has been noted by Mr. Gwillermo Rozeems Tweet, 
Special AchdsorA^, Ministry of Economy, Argentina as follows: 

"We must use SMEs to capitalise on the benefits brought about by globalisation by tnuisforniing 
them into a link bebveen the global iuid the locid market. It is absolutely unix-railye that we find 
the means to improve the (jualitA' of institutions iuid increase the density' of their interactions, 
at both the cultural juid the economic level, if we are to promote a local development which is 
sustciinable." y 



Source: OECD, 2010 
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MSME Innovation Fund of Gujarat 

The Government of GujiU'at, on the eve of 'Vibrant GujiU'at 201 1 1 , iaunclied iin SME Innovation 
Fund ratli a corpus of around Rs 60 crores. Tfie measure was rarionalised in terms of tlie strategic 
position of tlie MSME sector, in reiation to tire iarge investments in tire miuiufacturing sector. 
According to the Chief Minister, in 2007-08 and 2008-09, of the total number of jolis created in 
tlie state, 78 per cent were by SMEs and the agriculture sector. 



recent past, especially in the context of the global 
economic crisis. Funding innovation activities, 
especially for research and experimentation, has 
become common. The EU has special funds not 
only for innovation studies in Europe for targeting 
the emerging markets. Germany for instiuice, has set 
up a 'High-tech Start-uj) Fund' as a piut of a variety 
of innovation funding instruments, which it has set 
up for SMEs. 

Keeping pace with technolog\' trends, is another 
constant challenge to innovation policy. Various 
countries of the European Union have given 
specific thrust on this area, with focus on ICT, bio- 
technology, nimo-technolog>f, medicjil technologies 
including pliimnaceuticiils, iuid knowledge- intensive 
senices. Adjusting MSME innovation, and placing 
it as part of die educational system is yet another 
policy thrust. The focus on vocational triiining is 
an importiint link in this context. Besides, industiy- 
science linkages have been promoted through 
tliematic R& D programs. Germjuiy, for eximiple, 
has a Central Innovation Programme for SMEs 
(ZIM), involving both public and private actors. 

Innovation policy governance is iuiother fociil area 
where specific institutional structures have been 
created. At the strategy level, a major thrust iu'ea 
of SME innovation in Europe is the focus on SME 
clusters and high technology' focused strategies. 

In the Gujarat context, the key MSME innovation 
issues diat need to be discussed are the following: 

1. organizational and manageiiiil; 

2. energ\' sa\ing and clean energy issues; and 

3. sun- rise business opportunities. 

4.1. Organizational and Managerial Innovation 

Organizational iind manageiiiil issues do not often 
get due importance in discussions on innovation. 
On the odier hand, the focus largely has been on 



new technologies, iuid their introduction. In fact, in 
developing iuid emerging economies, tlie process 
of innovation ciinnot be as smooth as it could be in 
many of the developed countries. Institutions iue 
often not well-developed in a relative sense, iuid the 
absorption capacity of MSMEs Jilso is relatively less. 
The issue, therefore, is how to change the existing 
order of tilings in a demand-driven niiuiner. This 
requires significiuit sensitization iuid education of die 
entrepreneurs, as also of other stakeholders. 

From the level of sprouting of a business idea, up 
to the stage of growth of the enterprise, tliere need 
to be a chain of innovation. In the modern world, 
MSME clusters have been considered as die seed 
beds of innovation. Therefore, the thrust is on 
such collective efficiency-based strategies. Anodier 
important area relates to stiut-up, which begins with 
the cjuestions relating to successful start-ups and 
grooming of enter5)iises. It is in this context that the 
concept of 'incubation' has emerged. 

With the globalization of Indian economy, the 
traditional sectors as well as hi-tech areas are in 
immediate need of fresh teclinologiciil inputs, iuid 
associated mjmageiial practices jmd support systems 
that can ensure their sustenance. The emerging 
technological iind knowiedge-based ventures seek 
nurturing of ideas from professioniils , for which 
one need to go beyond the traditional venture 
capital activity. Such eiitrepreiieuiiiil ideas have to be 
fostered iuid developed in a supportive emironment, 
before they become attractive for venture capital. 
This process of grooming is the role of incubators. 

There are primaiT and secondaiy tiuget groups in 
iui incubator. Persons who would like to become 
an entrepreneur or have founded an enterprise, 
need much initial support. Groups of reseiirchers 
(around universities/research Institutes) who are 
I)iutially fiiiiuiced by iui industiiiil piutner iii-cliarge 
iuid who develop products adapted to this partner ' s 
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Green Impact: An Innovative Programme from UK 

'Green Impact' is a university based, 'green' j^rognunme for SMEs. It is a programme originally 
run by NUS which is used to cut carbon emissions in universities imd colleges. In the Green 
Impact Universities iuid Colleges Scheme, each department has a workbook that one work 
through which sets one, certain goals (for exiuirple to re -use envelopes) with the end goiil of 
becoming more eco- friendly. With this scale up to SMEs, the goals will be specific to businesses 
jmd will be imperative in cutting carbon emissions. 

The benefits of Green Impact for a business are, lower carbon emissions; saving of money; 
jmd awiireness in the workplace. Besides,it is free of cost. The Prognmrme was rolled out from 
Sheffield, UK. 



Source: vmw.grecnhnpRct. com 



needs, also need help and advice. Students, or 
ideally potential employees of start-ups, need 
practical triiining in the industiy. People who have 
an established credibilit\' in the industn', and would 
subsecjuently like to stiut product development on 
tlieir own, also ciui form the primary target group. 

The secondary target group includes, investors, 
who finiuicially commit themselves to researchers ' 
groups as well as to the start-ups at the Incubator, 
clients and sales i)artners who are interested in 
cooperation widr resejuchers ' groups iuid sfcut-ups at 
die incubator, ;md industriiil enterprises, universities 
and i)rivate tniining institutions who are interested to 
ti'ansfer their know-how within the (jualif\ing offers 
of die incubator jmd mediate their clients. 

The concept of incubators emerged in die developed 
countries of North America and Europe in the 
1980s. It started operating alongside many other 
generic business development sendees for a small 
select gi'oup of compjuiies. Subsecjuendy, developing 
countries picked up the concejjt, iuid now diere are 
more incubators in the latter countries than in the 
pioneer countries. 

Evolved in India thirtAty^ears back, in cubidors have, 
of late, gained significant accejjtability in jjolicy 
circles. The Technok)gy Develo})nient BoiU'd ,mider 
the Ministiy of Science and Technology ,has evolved 
a scheme for seed support to Technology' Business 
Incubators and Science and Technology Parks. 
Incubators in India bek)ng to different sectors. Some 
of the examples are discussed below. Recognizing 
the importance of information technology and 



its contributions towards export earnings, NSIC 
established its first Software Technology Park at 
Oklila in 199,5. The Park has met its objectives 
in terms of facilitating establishment of business 
units within minimum lead time and creating the 
complete business environment conducive to 
software exports. Based on the experience gained, 
a Technology Business Incubator in IT sector is 
being estidilished at Oklila. This initiative is also 
iumed towards backward integration ol the existing 
NSIC- STP objectives. The objective of the NSIC 
Incubator is to create sustiiiiiable eiitrepreiieurship 
development in the area of ICT especially first- 
generation entrepreneurs, iuid to nurture innovative 
ideas to coiiiiiierciidly viable business prepositions, 
iuid encouraging coiiiiiierciidizatioii of R&D out[)uts 
into coiiiiiierciid ventures. 

In the agri-business sector, the NIABI aims at 
creating a synergy among ten Business Planning 
and Development (BPDs) units spread across the 
country, facilitating the commercialization of the 
innovative agro-technologies through agri-business 
development, juid thereby benefitting the fiuiiiers. 
The BPDs are setup by the NAIP of the ICAR 
iuid co-ordinated by the Agri-Business Incubation 
Prognuiiiiie of die Agri-Business and Innovation 
Platform (AIP) at ICRISAT. So far, 40 technologies 
have been successfully commercialized. Start-up 
incubation holds significant iiiiportiuice in a countiy 
Hke India where entrepreneurs often start businesses 
without proper planning. For the uninitiated, 
business incubation i)rograiiimes/ceiiters provide 
support functions, mentorship and resources to 
iiidi\'idual entrepreneurs or eiiti'epreiieuriid setups. 
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Building the Green Economy with SMEs in Canada 



Ciuiada has a higher ])ercentage of SMEs thim most OECD countries. Combine that with the 
fact tliat SMEs are a strong source of innovation in Ciuiada, and it is expected to lead tlie move 
to position Canada at tlie lieart of global clean-tech opportunities. Clean technology' is emerging 
as a key dimension of the globiil economy, given its potential to create new revenue streams, 
and pro\'ide efficiencies that save money, leading to higher profitability and competitiveness. 
This improved producti\'ity, with new or better ways of producing goods, has the potential to 
revitiilize industries, boost profitability' and simultaneously improve businesses' emdronmentiil 
perforniiince. 



This enables them to get jill the expert ad\'ice and 
technical guidance that tiiey need to suiwe for a 
longer time. 

In India there are about 100 incubation centers 
supported by the ISBA which is tire apex Indian 
professioniil body supporting business incubators. 
Private incubators are a handful, but gradually 
growing. 

Gujarat has its contributions as follows: Centre 
for Innovation, Incubation jmd Entiepreneurship 
(CUE), at IIM Ahmedabad was started as an 
incubation initiative in since 2007. CUE does not 
provide physical space for business incubation. 
They want entrepreneurs to build their ideas 
from wherever they are stationed, so that the 
local economy benefits from its growth. From the 
time it stiirted, CUE has incubated more thiui ,50 
compiinies, only a handful of which were owiied by 
IIM students. It has been incubating businesses in 
the areas of internet imd mobile technology, clean 
technology, social sector start-ups iind healthcare. 
Mentoring clinics, art exhibitions, global warming 
initiatives, and social enterprise funds, are some 
examples of the CUE initiative. 

Energy holds a predominant position in any 
discussion on MSME innovation. In fact, the 
prosperity of a nation is often measured in terms 
of the per capita energy consumption in addition to 
GDP. Wliile tire use of energy is such a significant 
indicator of industriiil acti\'it\', die t\pe of energy used 
is a criticiil factor influencing energy security iuid well 
being of the people. Therefore, both tiie extent of 
energy used, juid the t\pe of energy that has been 
in use are central to iuiy discussion on enterprise 
development. 



4.2. 7. Energy Saving and Clean Energy Issues 

In the context of MSMEs, the discussion on 
energy- use is relatively new. Such discussions were 
hugely triggered by donor organizations, who have 
iuticulated a case for cleaner production systems, 
essentially from a welfare angle. The European 
perceptions on Asian industry is largely of 'sweat 
shops' and environmental degradation, affecting 
(juality of life adversely. Therefore, from the i)oint 
\'iew of labour standards, several donor agencies and 
internationiil orgjmiziitions have entered into projects 
iuid programmes meiuit for development of cleiiner 
I)roduction systems in India. A second, but more 
recent, interest in this iu'ea is on cleaner or green 
energy, itself as a commodity. Therefore, the more 
recent discussions are anchored on the i)roduction 
and consumption of such forms of energy and their 
applications. In fact, a synergy of tirese two streams of 
interest iuid investigations have gciined much greater 
importance in tire context of the current debates on 
globiil warming. 

India has made a major commitment of investment 
tune of Rs.74,000 crores in cut backs on C02 
emissions. This is based on initiatives to imjjrove 
energy efficiency iuid cut carbon emissions from 
its power sector. The overall investment recjuired 
to flow for achieving this energy efficiency targets 
has been estimated at Rs. 74000 crores by 201,5. 
Indian economy, though considered to be one of 
j the least energy- intensive among the world, the 
' government has projected a 20 to 2,5 per cent cut 
in emission intensity by 2020. These tiu'gets would 
I obviously imply that the Xwo lines of initiatives 
mentioned above, i.e. energy saxdng, and green 
I energy production, should be significiuidy supported 
I by the MSME sector as well. Therefore, a key 
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Gujarat: Asia's Largest Solar Park Attracts Green Giants 

Liinco Sohu", a fully owied subsidiiuy of Liinco Infratech Limited - the fastest growing business 
conglomerates in India with interests in EPC, Power, Solar, Resources and Infrastructure, 
announced that it has completed a total of ,56MW Grid connected Solar Photovoltiiic Power 
Plants in Gujiu at, completed its 56MW Solar Photovoltaic Power Pkmt in Gujiu at,in April 201 2. 
These Power Plants will generate up to 90 million units of green electricity annually resulting in 
reduction of C02 emissions by 85757 tonnes jmnuidly. This includes three plants of 35 MW 
owned by Liinco Infratech Ltd and additional 2 1 MW built as turnkey EPC for other developers 
- die Gujiuat Power Coi7)oration Ltd (5MW), GSPC Pipavav Power Compjuiy Ltd (5MW), GHI 
Energ\' P\'t Ltd (10 MW) iuid Gujarat State ElectricitA^ Corporation Ltd (IMW- 

Liuico is housed at Gujarat Soliir Piuk , Asia's kirgest Solar Park in Gujarat ,which was dedicated 
to the nation on April 19, 2012. The PiU'k is reported to be the first of its kind in the world, being 
the ku'gest, multi-developer, multi-facility Park to encourage investment in the sector. GPCL 
partnered with Liuico for its 5 MW PV Project in Soku" Park. Liuico idso happens to be die 
first developer to deliver a 5MW sokir project in Gujarat. 

Source: India Infoliiie News Sei-vice / 09:55 , Apr 18, 2012 



question of public policy is, how to integrate our 
MSME programmes with the overall agenda of 
reduction of ciu'bon emissions. 

The political economy of giobid wiu iiiing is explicit. 
Natundly, its implications in the context of SMEs 
also should follow in line. There is now iui enhiuiced 
reidization of the role of "green" elements in SME 
development, the world over. The reason is: (a) 
the spread of SMEs; and (b) the ease with which 
simple green technologies ciui be introduced. The 
opportunity is much greater in developing countries 
today. 

The issue, in essence, is as follows: Industiiidisatioii 
leads to pollution, which need to be minimised. On 
the other liiind non-polluting processes iind products 
should be newly introduced. The former is a relative 
question, iuid the latter, an absolute one. 

The environment trend has been around and it is 
the best time for MSMEs in India to go green. As 
the problems of giobid warming gaining urgency, 
a massive number of companies, both small and 
large, from all over the world, are showing interest 
to implement a green strategy into their business to 
address climate change. 

What does the term 'green' exactly refer to? When 
energy from die sun heats the eardi's surface, the 
earth radiates back a part of that energy agcdn. A 



piirt of this is trapped by clouds iuid by atmospheric 
gases (greenhouse gases or GHGs) to retidii the heat 
like a greenhouse. As a result, die earth get warmer. 
Scientists iire of the view that tiie layer of greenhouse 
gases has been increasing at a rapid pace for the last 
fifty yeiirs due to different forms of liuniiui acti\ity 
iuid primarily as a result of rapid industriidization. 
Now the Mother Earth needs to be taken care 
of, iuid we ciin do it turning 'green' - a term that 
is used to refer to products, semces, coiiii)imies, 
systems and lifestyles which help to reduce negative 
environmental impacts compared to those using 
today's technologies. 

Green business, for the economist, is esseiitiidly iui 
opportuiiit\'-cost cidculatioii. What are businesses 
going to lose or gain implementing a 'green' strategy' 
into dieir business? Let us tidie an exiuiiple: it is 
estimated that a company with 1,000 employees 
iuid $100 million in revenue uses 30 million pages 
of paper a year. It eciuivalents to cutting down 
1,369 trees and producing approximately 300,000 
pounds of C02 eveiy year. If the company uses 
e-papers instead of papers, they can not only save a 
huge sum of money but also contribute keeping the 
emiromiient cleiuier. So, going green is about sa\ing 
the emironiiient and sa\ing money. 

The term 'Green Business', therefore, is a 
comprehensive one, involving the principle of 
"triple bottom line", a sustaiiiability concept. It 
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should be acceptable not only on emdronmentiil 
terms, but on social and economic terms as well. In 
other words, all the three elements of the bottom 
line are mutmilly reinforcing. Hence, inb'oduction of 
emironmentiilly sound production processes would 
also mean that the out[)ut becomes economicidly 
viable in the long run, iuid socially justifiable as well. 
This is the rationale of green production. On the 
other hand, an enhanced entiy into the production 
of environmentally sound products, processes 
and services, would meiui that, either in the short 
run or in the long run, its sustiiinability could be 
established. 

4.2. 7.7. Recent Global Experience 

The global perspectives on green business relating to 
SMEs has emerged through a series of deliberations. 
An understiinding of some of the recent initiatives 
is likely to be useful for understanding of such 
initiatives in a i)roper context. 

"Green growth" denotes the enhancement of 
an economy's growth potential based on low 
carbon emissions, which im])lies going green 
"defensively" by responding to climate change. 
"Green industrialization", on the other hand, means 
going green "aggressively" by creating new markets, 
using green technologies and environmentally 
friendly business models which will create a virtuous 
circle between environmental protection and 
economic growth (Lee, 2011). 

In the "green market" (still in its infancy) major 
countries are focusing their capabilities on securing 
"first-mover" advantages. In Japan, the so-called 
"Fukuda Vision" (June 2008) concentrated on the 
development of new core technologies for greater 
energy efficiency and renewable energy (power 
generation and transmission, transportation, 
innovative technologies for materials and steel- 
making, 5)ublic livelihood - energy saxdng housing 
and buildings - for exjunple). China, stigmatized as a 
major polluter, is fostering the new renewable energy' 
sector, and has rapidly adopted leading technologies 
(solar power-based cooling and heating products, 
solar cell production and wind-power turbines) 
(Lee, 2011). 

Wad (2009) argues that automotive firms in 
developing countries have a unicjue opportunit\' 



to become part of a "green revolution" aimed at 
increasing fuel efficiency and renewable energy, 
lowered emissions, reduced fuel insecurity and 
more complete recycling of scrap. Some of the 
companies in develoi)ing countries will be able 
to achieve these goals on their own, without joint 
ventures, technologA^ agreements, further FDI in 
the sector, etc. However, government support is 
recjuired in terms of promoting R&D, economic 
incentives, investment in green infrastructure iuid 
ensured markets. Suppliers of auto components 
must be encouraged to become more innovative and 
competitive and the industiy must be inserted into 
"...a sustainable and comprehensive transport sector 
enabling increased mobility of people jmd goods 
together with decreased emdronmentiil degradation, 
depletion of non-renewable resources and global 
wiummg" (Wad, 2009, p.l). 

A study in the case of the Philippines paper 
recycling industry (Chiu, 2009) argues that there 
are opportunities to promote the more efficient 
utilization of recyclable materials and to reduce 
solid waste in their production activities. Entei7)rises 
need to put greater emphasis on their capabilities 
for independent innovation, energy savings and 
emissions reduction, with the objective of enhiuicing 
core competitiveness. Government can play a key 
role by creating appropriate institutions to deiil with 
market fiiilures imd creating api)ropriate incentive 
mechanisms. In another study, Chiu (2009) refers 
to the develoi)ment of the Chinese \)\A\) iuid paper 
industiy, which has progressed, driven by innovation 
iuid internatioiiiilization. Innovation has happened in 
tenns of senile, machine supply levels, environmental 
protection and (juality standards, largely due to 
technology changes. 

Moving towards "green industrialization" in the 
manner outlined above is not easy for iill countries. 
Governments need competence iind commitment 
to introduce and enforce api)roi)iiate policies 
and incentive structures, enterprises need key 
competencies, there needs to be a commitment to 
R&D iuid education iuid tiaining.GovemmeiiLs and 
the private sector have to work together in order 
to reach the frontiers of global teclinolog\'. The 
I WIDO plays a key role in this area. 
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New EU Scheme for Waste-reducing SMEs 

A new EU scheme will proiide sui)]X)rt iuid funding to SMEs that take steps to minimise dieir 
waste i)roduction. SMEs tiiking steps to increase their resource-elficiency and minimise waste, 
;ue to benefit from a new EU eco-action phm, called 'EcoAP'. Under this, funding, triiining 
imd subsidies will be available to businesses that tiike steps towards resourceefticiency, or push 
products iind sendees that aim to reduce emdronmental impact. Products that increase the use 
of recycled materials, for example, will be eligible for the scheme, as will companies that take 
steps to reduce die amount of water used by employees, and in the production process. The 
EU, which sees eco-innovation as cruciid to Europe's economic competitiveness, siud the pkui 
iiims to reduce commercial pressure on the emdronment iuid bridge the gap behveen innovation 
;md the market. 



Several initiatives on clean preduction have taken 
place in the context of Asia. The ASEM Forum on 
Green Growth(2010) , attended by more tlijm 700 
senior government officiids, experts and business 
people from Asia iind Europe, discussed nationid iuid 
regional policies for gieen growth, technology' action 
plans for climate chiuige mitigation, opportunities 
and challenges for SMEs related to green growth, 
best practices of green innovative SMEs, and 
implications of tiie green growth economy for Asia- 
Europe co-operation on SMEs. 

An increasing amount of help iuid advice is given to 
European companies that wish to sell their goods 
and services in emerging markets such as China 
and India, where renewable energy and green 
technologies are seen as major areas for growth. 
According to die EU agenda, internationidly active 
SMEs are expected to yield better results, who 
noted that SMEs with international acti\'ities are 
able to expand and create jobs more (juickly than 
tiiose only serving customers in their own domestic 
iiiiu'kets (Tajiuii, 201 1). Establishing business centres 
in bodi China and India is, tiierefore, considered 
extremely beneficial for enterprises because there 
they can find strong support helping them to 
enhiuice their competitiveness and become more 
sustidnable in the long term. Karnataka, iuid Kerala, 
innovative fiii;mciiig juid development models can 
be explored. 

5.0. Going Green: Sunrise Business 
Opportunities for Gujarat. 

There is no hard and fast rule as to how iui SME 
should go die green way. There is also no rule as 



to when tiiey can do so. However, it is possible to 
delineate tiiree distinct aspects of green business as 
follows: 

4. The Compulsive Secjueiice of Clejuier/ Greener 
Production 

5. Green Energy Business Opportunities; and 

6. Backward Linkage Activities. 

A discussion on these lines would be immensely 
illuminating, as it would throw light upon how the 
green way, as it relates to MSMEs in India and 
elsewhere, have evolved over time. 

5. 7. The Compulsive Sequence 

Most discussions on SME productivity in developing 
countries, end up in die issue of outdated technology, 
and arguments for the latest technologies which iire 
often imported. The relevant question in the Indian 
context is not that of having the latest technology, 
but a technology that is consistent with sustiunable 
development that is specific to the Indian context. 
Therefore, a rejuvenation prognuiiiiie for many of 
the crisis industries and sub sectors should give due 
importance to energy issues and options. 

Energy efficiency in the MSME sector assumes 
importance, primarily because of the prevailing 
high costs of energy and supply-related concerns. 
In general this sector lacks in accessing technology 
due to poor consultancy support/services for 
technological information, non availability of skilled 
iiiiui power, lack of awiu'eness iuiiong entr epreneurs, 
emphasis on production and production cost. 
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lack of managerial skills imd poor adaptability to 
changing trade and trends. A discussion on energy 
conservation addresses, energy, emdronment and 
supply related issues. 

Though, large numbers of MSMEs, located in 
clusters in various states of the country, have 
potential for energy savings, there is not much 
autlientic information jmd data aviiilable wddi respect 
to their energy consumption and energy saving 
opportunities. Majority of MSMEs are typically 
run by entrepreneurs who are leiuily staffed witli 
trained technicjil juid niiuiagerial persons to deploy, 
and capture energy efficiency i)ractice to reduce 
manufacturing cost and increase competitive edge. 
Therefore, it will be useful to build tlieir energy 
efficiency awiu'eness by funding/ subsidizing need- 
based studies in ku'ge number of units in the MSMEs 
and giving energy consen'ation recommendations 
including technolog\' upgradation opportunities. 
It is emdsaged that, such inten'entions supported 
by diagnostic studies juid pilot projects at cluster 
level, focusing on energy/resource efficiency, energy' 
consen'ation and technology upgradation, would be 
hel])ful in addressing the cluster specific problems 
and enhiuicing energ\' efficiency in MSMEs. 

A radical shift in production process in order to 
enhiuice their producti\'itj' and profitiibility, is vitiil 
for MSMEs at the natiional level iuid in Gujarat. 
However, tliere also exist some critical constraints 
such as inadeciuacy of capital, sniJiller size of the 
market, and limited perceptions of tlie entr epreneurs 
regarding the need for such changes. However, 
even with such criticjil constraints, the role of some 
exogenous factors such as the inten'entions of the 
legal system regarding pollution (eg: the Supreme 
Court Orders) and the compulsions brought in by 
product iuid labour standiU'ds dirough trade, act as 
compulsive sequences for a change in the existing 
order of things. 

A number of hu'ge multinational companies like 
Vestas, Suzlon, Philips and Siemens, mound the 
world, and even some small start-up businesses 
taking the 'green' issue seriously iind willing to offer 
a helping hand to tackle climate change iuid ensure 
a hejilthy planet for ourselves. But while a negligible 
number of Indian corjjorates, and mainly the 
Europeiui businesses are showing their eagerness to 



go green, the situation in India is fiu" from satisfactory. 
A few businesses are doing it willingly, others, 
piirticukirly those that are energ\'-intensive, have the 
recjuirements to do so to some extent, as a result of 
government legislations. The green concept is not 
gciining enough i)05)ularit>' in the country - neitlier 
iunong die ku'ge businesses, nor iunong die SME 
community - piirtly because of a lack of awareness 
and social responsibility, and partly because of 
inadecjuate re;dization of the problem of climate 
chiuige and global wiirming. 

Indian businesses, sooner or later, will have to 
chiuige dieir attitude and rectify their i)rocedures. 
Legislations and social responsibility' may contribute 
much less to such a change. Growing awiireness by 
customers is likely to be the trigger. A new group of 
customers classified as LOHAS (lifest^des of Heidth 
iuid Sustiunabilit\') is emerging at a rapid pace in 
niiuiy piuts of die world, especiidly in Europe. These 
groups of customers niidie their purchasing decisions 
depending upon how a business operates itself. They 
have a profound sense of social responsibility, iuid 
iu'e most likely to buy emdronmentally responsible 
products. In India, we lack such customers till now, 
but days are not fiir away when Indian businesses 
will have to deid with such consumer groups. The 
internationalization of Indian firms would bring in 
such compulsions both in the markets abroad iuid 
in India. And when it conies to the SMEs, engaged 
in export, 5)articularly to the Europeiui countries, 
they are idready in a race against time, to turn green 
iuid tap into the wielders of a new economic power 
- the LOHAS. 

5.2. Energy Sources and Consumption 

In general, MSMEs lag behind larger industry 
bericluiwLs in terms of energy efficiency, technology 
upgradation and productivity. There are many 
energy intensive MSME sub-sectors like grey iron 
foundry, brassware, brick, ceramics, glass, food 
I)roducts, dairy etc. that offer substantial scope 
for energy' conservation through the adoption of 
improved, energy efficient technologies. In order 
to pkm iind implement energy efficiency initiatives 
in an entire MSME sub-sector, it is esseritiid to have 
comprehensive and dependable baseline energy 
consumption data; for, only with such data can 
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benchmarLs be set for specific energy consumption 
(SEC) in the sub-sector, thereby pro\'iding a l)asis for 
assessing the scope for improving energj' efficiency 
and identifying suitabie teclinologiciii options for the 
different ciusters wdtliin tliat sub-sector. 

BEE has initiated iui analysis of energy' consumption 
data in about 25 energy-intensive MSME clusters 
under its 'SME Progiamme', and engaged a set of 
orgiuiizations to identify potential areas for energy' 
consen'ation. Also, energy data has been gatliered 
on a number of MSME clusters by agencies that 
have undertaken cluster-level energy efficiency 
initiatives like PCRA, SIDBI, UNIDO, UNDP, 
KFW,JPAL, APITCO, ITCOT, GITCO, TERI, 
etc. However, no specific study has so far been 
conducted to cjuantify and/ or aniilyse the levels of 
energy consumption in different sub-sectors of the 
Indiiui MSME sector as a yvhole. 

In this context, the Agence Fnmciiise de Development 
(AFD), a bilatenil agency, has initiated a project to 
map iuid benchmark the energy consumption in 
different MSME sub-sectors based on the data 
collated by different agencies. The overall purpose 
of the i)roject is to pixndde a comprehensive database 
on energy' use in different MSME sub-sectors, which 
would enable the formulation of targeted energy 
efficiency inten'entions. 

The Fourth MSME Census has come out widr some 
interesting results on energy sources of MSMEs. 
It shows that the main source of power for the 
working enter{)rises in India was electi'icit\' iuid 67.07 
per cent of enterprises used electi icity'. Only 0.19 per 
cent of enterprises used non-conventional energy 
as source of power. However, it is also ironacjil that 
power shortage is a critical problem facing MSMEs 
in most States. 

5.3. Programme Level Initiatives 

The MSME Energy Efficiency Progxiunme of SIDBI 
consists of a credit line of EURO .50 million and 
an accompam'ing grant component of EURO 0.5 
million for technical support; the MSME Cleiiner 
Production {jrogramme involves a credit line of 
EURO 38.5 million imd a griuit of EURO 0.2 mniion 
for technical support. 



SIDBI has signed a loan agreement with Japan 
Internatioiiiil Cooperation Agency (JICA) involving 
a loan for 30 billion yen (Rs.l, 500 crore, mejuit to 
be used by SIDBI for financing the MSMEs for 
energy saving and environmental-friendly projects. 
The funding will also benefit these enterprises to 
accumulate ciubon credit points. The JICA loan 
money meant for on-lending to MSMEs will be 
made aviiilable to SIDBI in three to four tninches, 
depending upon the utilisation of credit for the 
iiforesaid puipose. Capacity building and equipment 
purchase are the target areas of intervention. 

The loiui iimount will be used by SIDBI in four 
main prognmrmes. It will utilise the loan amount 
for providing credit directiy to the enterprises. It has 
iilso identified nine NBFCs (non-biinking finiuice 
compimies) for offering resources supi)oit. It has iilso 
identified 30 commercial banks, which do on-line 
lending to micro and small medium enterprises and 
iilso provide them techniciil support. The JICA loiui 
credit could be used as a fund for energy efficiency 
ecjuipment, which would generate carbon points. 

^ 5.4. Multilateral Programmes 

Multilateral agencies, so far have not entered 
significiuitly in the promotion of green business in 
the country. The UNIDO proposes to initiate US 
$ 5 million GEF Investment Grant project involving 
various national SME promotion agencies. The 
propositi to be submitted in Februiuy 2010 switched 
to ease co-funding for activities: such as: a) Gnmt 
for sweetening loans; b) Add to SIDBI/WB risk 
giianmtee scheme; c) Stand-alone revolving fund; 
iuid d) Ecjuity'/sendce compiuiy. 

In addition to the above, there exists a number of 
multilateral and bilateral technology' cooperation 
programmes exist. GTZ supports the development 
of State Designated energy efficiency agencies. The 
total expenditure for this activity' was 7.55 Crores in 
2007-8 (USD 1.6 million), including 2.95 Crores 
from GTZ (around USD 0.65 million). The World 
Biink has developed a project for 500 projects in 5 
clusters. The GEF grant for this activity is USD 11.3 
million. The present UNIDO project, discussed 
above, is the second largest, with a contribution of 
I USD 7.2 million. UNDP is developing a project for 
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removal ol biu riers in re-rolling ol steel, ■with a GEF 
contribution of USD 6.8 million. UNDP operates 
a GEF energy efficient motors manufacturing 
prognunme with a budget or iu'ound 0.4 M peiyear 
for three years. The co-funding for these five projects 
is USD 112 million. USAID pnnided for TA grant 
of about USD 25 million over the last 10 years. 
This has resulted in establishment ol a loan fund 
moderated by ICICI through Energy Conservation 
and Commerciiilization (ECO) and Greenhouse Gas 
Abatement Progi imr (GEF) USD 1 0 million iuid die 
application of a Development Credit Alliance (DCA) 
mechiinism of USD 5 million, currently o5)erated by 
YesBank. The total contribution ol multilateral and 
bilateral technology cooperation prognmrmes is in 
the order ol USD 1 0-20 million per year. 

6.0. Public Programmes 

The Energy Conservation Act (2001) articulated 
a number ol policies to promote development of 
renewable energy sources iuid investment in energy 
efficiency improvements. The Act established the 
Bureau ol Energ\' Efficiency (BEE) with a mandate 
to enlijmce awareness ol energy' efficiency, establish 
standards and labeling conventions lor energy 
efficient equipments develop building codes to 
promote efficiency, and certify auditors. BEE 
progTiuns, meiuit to accredit orgimizations imd certify 
individuals to conduct energy audits, are intended in 
part to help ESCOs imd energy auditing businesses 
by increasing biuik and venture capital interest and 
confidence. 

Despite recent reductions in the overall energy 
intensity' ol the Indian economy, the MSME sector 
still faces a chiillenge to meet industry benchmarks 
in technolog\' upgradation, pollution control and 
energy efficiency. Given the critical contribution 
ol MSMEs to the Indian economy in terms ol 
output, employment and exports, adoption ol 
environmentally Iriendly, cleaner production 
techniques by MSMEs is key to achieving high 
growth rates that iire at the same time low-carbon 
and emdronmentally sustiiinable. 

Public programmes, geju'ed to promotion of green 
business were, so far, hirgely demonsti'ative rather 
than business-oriented. The renewable energy 
prognunmes ol the Ministiy ol Non conventional 
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Energy Sources (MNES), and of the KVIC, have 
played a significant role in the demonstration 
phase. 

Though tiiere are significant external economies 
in green business, the key (juestion ol choice ol 
energy sources remain a badly neglected area. The 
clean energy movement in India, triggered by the 
MNES, for (juite a long period, had the basic task ol 
propagating alternative energy sources, rather thiui 
I)roinotion ol business opportunities. Therefore, 
iui induced approach to iilternative energy is still to 
emerge in our countr\' in a significant manner. For 
exiunple, the finding that biomass can be utilized lor 
as a feed-stock for energ\f, ipso facto does not lead to 
enter{)rises based on them. It recjuires a series ol end- 
uses lor tiie energy so generated. The case ol biomas 
energy developers in Andra Pradesh is an interesting 
case. While die kharil crop failing due to drought last 
year, the price ol husk went up sigiiificiuitly, which 
in turn, iilfected biomass production in the State? 
Andhra Pradesh has the highest number ol biomass 
power pkmts in the countiy, with a iiiajoiit\' ol them 
having six MW capacity. 

6. 7. National Programme of Energy Efficiency 

Bureau ol Energy Efficiency (BEE) is implementing a 
natioiiid progi'iun to improve ffie energy peiforiiiiuice 
in 2,5 selected SME clusters. The objective ol 
the program is to accelerate the adoption ol EE 
technologies and i)ractices in the chosen SME 
clusters through knowledge sharing, capacity 
building and development ol innovative fiii;mciiig 
mechanisms. 

The project, driven by market based niechiuiisms 
that include lacilitatiiig knowledge creation at 
the local level, capacity building of local service 
providers and technology providers, and there 
idter iiiipleiiieiitatioii ol energy efficiency measures 
tiirough collateral funding by Lead Banks. 

The project strategy locuses on uptake ol EE 
technologies and practices in the SME clusters 
through iiiiu'ket-diiven iiiecliaiiisiiis. This implies 
creation ol knowledge products dirough a technology 
and eiiergA' use iuiidysis, building ol capacities ol local 
service providers/technology' providers, iind creating 
or co-opting innovative financing mechanisms for the 
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uptake of technologies / best practices. Tlie project 
will conduct situation assessment of a maximum of 
3.5 clusters in tfie country' to assess the situation vis- 
a-vis die number of operating units, energ\' usage, 
potential for saving energy and i)robable impact of 
inten'ention. This Mill lead to identification of 25 
clusters for inten'ention. 

In addition, to accommodate priorities of other 
particii)ating agencies like the UNDP or tiie WB 
(which have proposed working with BEE in this 
initiative) a list of 1 0 more clusters will be developed. 
In a 5 years time-frame, it is intended that by 
the end of the project, market forces take up the 
challenge of taking this initiative on EE forward. 
The project will focus on developing both technical 
expertise jmd business/niiinagerial expertise in tliese 
clusters. The capacity building programme will 
focus on implementation capability' in the cluster, 
as also development of finjuicing material/expertise 
including sendee and technology proxlders. 

The BEE project will focus on facilitating investments 
by tiie MSMEs, wherever recjuired, by funding of 
collaterals iuid not by iuiy kind of hardware subsidies. 
The project will also pnndde softvviire support in the 
form of development of bankable DPRs and project 
reports in cases where they iu e recjuired. 

The project will pool available resources as those 
from WB iuid UNDP, and thus will limit drawing of 
Gol to such levels as may be recjuired after financing 
from WB UNDP-GEF has been made avjiilable. 

The activities identified under this program are: 

i) Current energ\' use and technology analysis; 

ii) Situation iuialysis of SME clusters; (3) Energy use 
and technology audit; (4) Introductory workshops 
and follow up dissemination work; (5) Preparation 
of case studies on best practices; (6) Preparation 
of cluster manuals; (7) Preparation of bankable 
DPRs in clusters on the identified technologies; 
(7) Capacity building of local services pro\'iders 
(LSPs) to implement EE projects; (8) Facilitation of 
financing EE projects; (9) Capacity Building of biuiks 
to evaluate EE projects; and (10) Conducting LSPs 
Workshop. The project will iilso ensure linkages with 
similar {jrograms of MoMSME and SIDBI. 

The work of BEE, along with donors such as SDC, 
and with the Ministry of MSME, resulted in the 



creation of a knowledge platform ciilled the " Co 
ordination Platform for Energy Efficiency in tire 
MSME Sector" (SAMEEKSHA) in tiie yeiir 2010. 

7.0. Gujarat's Special Initiatives 

Goveniment of Gujiirat has some speciiil progriuiinies 
on energy efficiency and new energy. 

7.7. Investments 

The government of Gujarat has chalked out a 
massive j)km to add about 7,000 Mw of renewable 
energy in the next three to four years, attracting 
substantial iiivestinents. Gujarat is already among 
the top four states using renewable energy, ha\'ing 
iui installed capacity' of about 1 ,400 Mw. The State 
government has come out with a sepjuate Solar 
Power Policy under which it proposes to purchase 
500 Mw of solar power every year at an agreed 
cost. In the solar energy segment, the state will see 
investments to the tune of Rs 45,000 crores. 

The State government offers tariffs of Rs 11 and 
Rs 13 per unit for solar thermal and PV cells, 
respectively. This tiuiff is given for a period of 12 
years, iifter which a tariff of Rs 3 per unit is offered 
for iuiotlier period of 13 years. 

In v\ind power, the state currently nuiks third but is 
iiiming to overtake Miiliarasthra and Tiuiiil Nadu 
in tiie next hvo to three years by generating over 
5,000 Mw of wind power. Tamil Nadu has touched 
4,000 Mw, but has reached a saturation point. It 
ciui install only about 5,000 Mw. Currentiy, Gujarat 
has an installed capacity of 1,500 MW. The state 
is expected to draw investment to the tune of Rs 
40,000 crore in die wind energy sector. The players 
that me likely to sign MoUs include Sydney-based 
Abellon Bioenergy for a 1 ,000 Mw wind hrrm project 
with an investiiient of Rs 5,500 crore, Suzlon's Rs 
9,000 crore investment for producing 1500 MW, 
NTPC's Rs 3,000 crore investment for 500 MW 
iuid Enercon's Rs 3,500 crore i)roject for producing 
600 MW of wind power. 

7.2. Energy Audit 

The Government of Gujarat has introduced a 
Scheme for Mass Scale Walk-through Energy 
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Audit of SMEs in the State. The industrial sector 
of Gujarat is a major energy consumer - both 
thermal and electrical energy. The industriiil sector 
constitutes more dian 3,5% of the energ^^ used in die 
stiite. The SMEs account for a large share of energy 
consumption iuid energy' cost fonns a big portion of 
die totiil miuiufacturing cost. Reduction in tlie energy 
consumption through efficiency improvement in 
SMEs could enhiince the profitabilitA' and cutting 
edge of the SMEs. At present there ju'e around 3 
lakli SME units in Gujaiat and their share exceeds 
30% of totiil niiuiufacturing iuid exports of die State. 
Some of the important SME clusters in Gujarat, 
having energA' efficiency implications ju e: 

1. Readymade Giirments, at Ahniedabad 

2. Drugs & Pharmaceuticals, at Ahniedabad 

3. Dyes & Intermediates, at Ahniedabad 

4. Re-rolling Mills at Blia\nagar 

5. Plastic Industry at Dhoraji; 

6. Brass Piuts atjamnagar; 

7. Chemicals at Naiidesari, Vapi & Aiikleshwiir; 

8. Ferrous Castings, at Rajkot 

9. Wrist Watch & Components at Rajkot; 

10. Power looms, Diiuiioiids, Gems & Jewelleiy, 
Jari at Surat; 

1 1 . Pottery & Cenuiiics at Surendranagiu Thiui) & 
Wankaner; 

1 2. Ceramic Products at Thaiigadh and 

1 3. Petrochemicals at Vadodara. 

14. Diesel Engines, at Rajkot 
1,5. Electric motors, at Rajkot 
16. Machine Tools, at Rajkot 

Widi rapid globalization, SMEs are lacing business 
risks where cost of manufacturing is going up eveiy 
day and competition is bringing down die selling price 
of their products. This demands for iui innovative 
approach to cut down input costs on recurring basis 
so as to reniiiiii competitive. This would recjuire a 
focused approach for inipro\'ing producti\'ity and 
efficiency, adoption of newer technology, capacity 
building of huniiui resources, innovative financing 
options, and cluster based projects on Reseiirch & 
Development etc. One ol the priniiuy ini)ut costs for 
SMEs is eiierg\'; therefore, coiisen'atioii of energy 
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demands utmost importiuice to remain competitive 
on a global scale. 

Energy Audit Scheme for SMEs of Gujarat 

Some of die eiu ly exi)erinients in energy' conseivation 
in India have resulted in state level and regional 
level initiatives. Of these, some have turned out 
to be very successful. The case of Gujarat Energy 
Development Agency (GEDA) that has a long 
history ol experiments in energy conservation 
and sensitization, is an example. As part ol its 
energA' consen'ation prognuiiiiie, state-run GEDA 
conducted energ)' audits ol over 1,000 SMEs by 
Miux'h 2009. GEDA has been conducting energy' 
audits ol the SME clusters. Energy audit is an 
inspection, sun'ey or iuialysis ol energy How in a 
building, process or system to understand the eiiergA^ 
dynamics ol the system. It is aimed at reducing 
energy consumption without affecting the out[)ut. It 
had projected energy audits of over 1 ,000 SME's in 
die State by the end ol MjutIi 2009, under the newly 
launched scheme-Mass Senile Wiilk Through Energy 
Audit (MSW^PEA) of SMEs m Gujarat. 

It is a scheme to create awareness amongst the 
SMEs on eiierg\' consen-'ation. At present, there are 
iirouiid diree lakli units ol SMEs in Gujarat and their 
shiue exceeds 30 per cent of total manufacturing 
and exports ol the State. The Agency has short 
listed 14 SME clusters such as diamonds, gems iuid 
jewellery, i)etrocheiiiicals, readymade garments, 
drugs and pharmaceuticals, dyes iuid intermediates, 
brass parts, ferrous castings and others to begin with 
energy' audits. The energy audits jue scheduled to 
be conducted by Bureau ol Energy' Ef ficiency (BEE) 
certified auditors, empanelled by GEDA. The 
agency has 40 eiierg\f auditors registered with it till 
now, and is in die process ol empiinelling more to 
meet its projected targets. 

Under WTEA schenie,it was proposed to cany out 
a ,500 widk-through energy audits during the yeiir 
2010-11 . GEDA deputed its approved Energy 
Auditors to cany out the assignment, the entire cost 
ol which shall be borne by GEDA. Other benefits 
to the SMEs included: 

1. Inviduable energy consultiuicy & guidiince at 
"no cost". 
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Major Solar Power investments 

The Government of GujiU'at had set a tiu get of 1 0 per cent renewable energ\f for 2014. However, 
looking at the liberal policies in wind and solar power, and favourable investment iuid business 
climate, it is expected to be accomplished in 2-3 yeiirs. AES Corporation, a US-based Fortune 
,500 company, has firmed its plans to invest about Rs 6,000 crores for setting up "world's largest 
solar project in the state by 2010" after going through the new policy, sources said. The size of 
the plant would be about 1,000 Mw.TheClinton Foundation, which has initiated triids in Kutch 
widr die Tata Energy Reseiuxh Institute (Teri), is mulling a ,5,000 Mw sobu" project in die state 
at an investment of over Rs 70,000 crore. The companies that have confirmed their intentions 
through the Vibrant Gujarat Summit include Moser Baer for setting up a 6,50 Mw project, Swiss 
Park (100 Mw), OPG Energ\' (100 Mw), Par Solar 300 (Mw), Acme group (110 Mw), Welspun 
group (100 Mw), US-based Next Gen S^iidicate (310 Mw) and Essar Abengoa Solar (40 Mw). 



2. Documented information on options and 
opportunities for energy' sa\'ing in the industry. 
Concise report of WTEA with pinpointed 
quickly implemen table EC measures would 
be submitted to the industry for further 
implementation. 

3. List of (jualified vendors for procuring 
EE Technologies to help the SMEs in 
the procurement and EC implementation 
process. 

4. Based on die findings of die WTEA SMEs 
would be selected for conducting Detailed 
Energy Audit (DEA) under the GEDA 
Industrial Energy Audit Subsidy Scheme 
during the subsecjueiit yeiu". Interested SMEs 
are imdted to register their names, for FREE 
Walk-dirough Energ^f Audi under die Scheme. 
Registration of SMEs would be on "first come 
first seni'ed" basis. 

8.0. Solar Energy Mission 

Thejawiihiuial Nelim Nationid Soku" Mission "Sokir 
India" emdsages bringing about i)rice piu it>' between 
solar and grid power by 2022, when the Mission 
ends. The Mission with an initial investment of 
Rs.4337 crores, seeks to establish a single-window 
investor-friendly mechanism that, while reducing 
risks, will also pro\'ide an attractive, predictable 
and sufficiendy extended tariff for the purchase of 
solar power for the grid. The Mission recommends 
die iiiipleiiieiitatioii in three stages leading up to an 
installed capacity' of 20,000 MW by the end of the 



Thirteenth Five Yem- Plan, m 2022. 

This mega solar power plan is meant to ensure that 
the country has a capacity addition of one kikli MW 
by 2030, and two lakli MW of soku- power by 20,50. 
It would idso seek solar power cost reduction to 
achieve grid tariff parity by 2020. It seeks to reduce 
the cost of soliir power generation to Rs. 4-,5 per 
kWli by 20 1 7-20. The objective of the mega plan 
would be to achieve rapid scide up to drive down 
costs, to spur domestic iiiiuiufacturing iuid to vididate 
the techiiologicid iuid economic \'iabilit\f of different 
soku" applications. 

As a result of rapid scide-up as well as technological 
developments, the price of sokir power is expected 
to attain piirit\' with grid power at the end of the 
Mission, enabling accelerated and large-scale 
expiuision tiiereafter. The Cabinet has approved 
setting up of 1 , 1 00 MW of grid solar power and 200 
MW capacity of off-grid sohu" applications utilising 
both sokir thermal iuid i)liotovoltiuc technologies 
in the first phase of the Mission. In addition, the 
Mission will also focus on R&D and HRD to 
develop iuid sti'engthen Indiiui skills and enhance 
indigenous content to make the Mission sustainable. 
The Mission is meant for establishment of single- 
window, investor-friendly mechanism, which reduces 
risk, iuid at the sjuiie time, pro\ides an attractive, 
predictable juid sufficiently extended tariff for the 
purchase of sokir power for die grid. The focid point, 
for the next three years, will be the NTPC Vichait 
Vyapar Nigaiii (NWN) , wiiicli is the power trading 
iu-mofthe NTPC. 
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How fiir is the Mission relevant to the context of 
MSMEs? An iuiswer to this cjuestion need to be 
sought in terms of the past experience iuid future 
projections. Wliile soliir energy' is often perceived 
and chscussed in terms of a simjjle solar panel 
for lighting, its 5)otential in relation to MSME 
development should be examined in relation to its 
diversified applications today. 

Soku" energy, today, is used to power computers to 
assist learning in schools and hostels, Management 
Information System (MIS) to assist better 
management of forests in MP, powering milk 
chilling pkmts in Gujarat, empowering women Self 
Help Groups (SHGs) involved in tussar reeling in 
Jharkhand, cold chain management for Primary 
Health Centres (PHCs) are some examples of new 
areas, being tried successfully in the country. The 
Mission would consider up to 30 per cent capital 
subsidy (which would progressively decline over 
time) for i)romoting such innovative ajjplications of 
solar energ\' and would structure a non-distorting 
framework to support entrepreneurship, up-scaling 
and innovation. 

The manufacturing capabilities and their potential 
need to be exiunined against this context. Currently, 
the bulk of India's Soku" PV industr\' is dependent 
on imports of critical raw materials and components 
- including silicon wafers. Tnmsforming India into 
a solar energy hub would include a leadership 
role in low-cost, high quiifity sokir manufacturing, 
including biifance of system components. Proactive 
implementation of Special Incentive Package 
(SIPs) policy, to promote PV miuiufacturing plants, 
including domestic manufacture of silicon material, 
would be necessiuy. 



Indigenous manufacturing of low temperature 
solar collectors is already available; however, 
manufacturing capacities for adviuiced solar 

collectors for low temperature and concentrating 
sohu" collectors and their components for medium 
iuid high temperature applications need to be built. 
An incentive package, similar to SIPS, could be 
considered for setting up manufacturing plants for 
soku" therniiil systems/ devices and com})onents. 

The SME sector forms tlie backbone for miuiufacture 
of viuious comi)onents iuid systems for soku" systems. 
It would be supported through soft loans for 
expansion of facilities, technology,' upgradation and 
working capital. IREDA would pro\'ide this support 
through refinance operations. 

Renewable energy production in India, though 
ha\'ing a histor\' of four decades, was almost totally 
based on import ca5)itiil ecjuijmrents iuid technology. 
The major constniints were lumjjiness of investment 
iuid doubtful quality. Thejawaharlal Nehru Mission 
seeks to overcome these constraints under three 
major initiatives to achieve this: (i) create volumes 
which will iiUowkirge senile domestic niiuiufacture; (ii) 
iumounce a long term policy to purchase power; and 
(iii) support R&D to reduce material consumption 
iuid improve efficiency and develop new materials 
iuid storage methods. The implementation of the 
Mission will proceed on the basis of the technology 
advancements and cost reduction, which will be 
necessan' for rapid scjile-up jmd to achieve tfre tiu get 
of 20,000 megawatts. 

Bringing down costs, promotion of Indian 
manufacturing units, and creating grid piU'it>', are 
the three pilkirs. This tfrrust on loc;il miuiufacturing 



WTEA Scheme: How Does it Work? 

GEDA approved Energy Auditors would be deployed to cany out Wjilk-Through Energy Audits 
(WTEA) of selected SME units and submit a EnergyAudit Report with recommendations jmd 
suggestions for reducing the energyconsumption in the SME unit audited. A Wiilk-Through 
energy Audit is a simple xdsuiil investigative audit and table-top sun'eyof the Energy Bills of 
the manufacturing facilit\'. The WEA report would comprise of tfre submission of the energy 
Consumption pattern of the work i)lace and suggestions for Energy Consen'ation. The WEA 
would also point out good 'House Keejjing' practices relevant to the industiy being audited. 
Depending upon tA'pe iuid size of industiy WEA may be carried out in 1-3 days. 
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capabilities, goes iilong witli die tlimsts ol the Natiomil 
Miuiulacturing Competitiveness Progi iunme for the 
MSME sector. The Mission has the potential of 
achieving the much desired senile lactor, and size ol 
tlie niiu'ket. This oilers enormous potential lor the 
existing SMEs in the sector to achieve kirger scale, as 
also to enthuse start-u5)s, essentiiilly Irom the SME 
category. NWN will be designated lor die purchase 
of sokir power generated by independent producers, 
at rates fixed by the Central Regulatory Electiicit)' 
Commission, iuid lor a i)eriod specified by the latter. 
The Government will idso pro\'ide ecjuivident MW 
of power from the uiiidlocated cjuota of NTPC for 
bundling with sohu" power. The utilities will be able 
to account for purchase ol sohu" power against their 
RPO (renewable purchase obligations). The Mission 
also includes a major initiative for promoting rooftop 
solar PV applications. Solar tariff iuinounced by the 
regulators will be applicable for such installations. 

9.0. Decentralised Programmes 

Anotiier model ol green business, as it evolved in 
India, is a corolkiry ol the successful social enterprise 
models in the country. The Sierra Club in the U.S. 
was instrumentid in initiating a few programmes in 
the country. The Sierra Club has a grass root base 
of 1.3 million supporters, ol which 7,50000 are 
paying members who generate 2/3rds ol the budget 
of US dolhu s 80 millions. The Club, ha\'ing many 
NRIs as its members, has initiated projects with 
large NGOs such as. Barefoot College in Rajastan, 
Ecospliere Sj^iti in Himachid Pradesh, and SEWA 
in Ahmedabad. The mission ol the Sierra Club, 
as it perceives, is to take cues from the successful 
expirements in India Itself, jmd to devek)p them as a 
business model. As such, it finds a significantiy kirge 
market for green business in the country. 

The Club which operates both in India iuid in Cluna, 
finds enomious opportunities ol a bottom approach, 
widi die involvement of NGOs. The Sierra Club 
was instmmentid in setting up a networking platform 
called Centre for Green Livelihoods in Mumbid. 
This largely virtual platform is meant to highlight 
and replicate success stories in viirious part ol the 

COUlltlT. 



10.0. Responsible Business Models 

There are idso other models where innovations in 
CSR have been experimented by the corporate. For 
instiuice, representatives ol a Soku" Energy Company 
gave eveiy home a sniidl rool-top solar pjuiel, a litde 
battery and two lights which last for 8 hours, giving 
them light at night. Also, a bigger solar panel and a 
TV set have been pro\'ided lor the \illage. In these 
veiy poor vdkiges, kerosene lor lighting consumes 
a third of their cash income. This necessity has now 
been eliminated, as they will be using soku" cells. 
Soon diey'U want more than two lights. They were 
basically creating customers by freeing up income. 

There are crores ol hmiilies in India spending Rs 
1,5 a day on kerosene for lighting. But il we set up 
the right financing models, these same himilies ciui 
purchase a sniidl solar system, which is much better 
iuid cleiuier, for Rs 10 a day. This is being done - but 
not yet at scale. 

Another variant of the resjjonsible business models 
is the social enterprise variety' of initiatives. Though 
NGOs, for k)ng, liave been propagators of renewable 
energy technologies, social enterprises offering real 
services iire oidy few in number, SELCO Solar P\'t. 
Ltd, a sociid enterprise establislied in 199,5, provides 
sustitinable energA^ solutions and sendees to under- 
served households and businesses. It was conceived 
in iui effort to dispel three myths associated with 
sustidnable technology' iuid the rund sector as a bu get 
customer base: 

1) Poor people cannot afford sustainable 
technologies; 

2) Poor people cannot maintain sustainable 
technologies; 

3) Social ventures cjmnot be run as commercial 
entities. 

SELCO idms to empower its customer by providing a 
complete package of product, sendee iuid consumer 
financing tlirough grameen banks, cooperative 
societies, commerical banks and micro-finance 
institutions. 

SELCO has some key features:It creates products 
based on end- user needs: going beyond just being 
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a technology' supplier but customizing own products 
based on indi\'iduiil needs. Dedicating regiomil energy 
service centers to ensure prom5)t niiiinteniuice and 
service. It facilitatescreating channels for end users 
to afford systems based on their cash flow. 

SELCO currently employs about 140 employees 
in Karnataka and Gujarat, spread across 21 energy 
sendee centers. Since 199,5, it has sold, sendced and 
financed over 100,000 solar systems. It has grown 
from a solar sendee 5)ioneer to a sustiiinable and 
successful energ\' sendee provider, wdth 21 energy,' 
service centers in Kiunatiika juid Gujjuat, has Skill 
force of over 140 employees, and has implemented 
100,000 + solar home lighting systems in 13 yeiirs. 
It has implemented the largest sokir water heating 
system (2,00,000 liters for a single client) in India, 
and is supported by sohu" entrepreneurs. 

For the past fifteen years, SELCO has concentrated 
on building the necessaiy parts for a sustainable 
and scalable model for energy services delivery 
tlirough its bottom up approach. In the process, it 
has developed the ability to not only sell iuid service 
solar lighting systems, but other energy sendees to 
improve and empower die lives of its customers. It 
has developed imd refined a model for bringing rural 
sendees to poor families. SELCO has sliovwi that 
empowering rural customers can be economically, 
socially, and environmentally sustainable. The 
Company focuses on its customers and provides 
tliem wdtli the best energy products, sendee, and 
access to Jiffordable fiiiiuice. 

1 1 .0. Energy EfYiciency Financing 

India's natioiiiil prognuiis to facilitate financing of 
energy efficiency investments are kirgely operated 
tlirough various Ministries juid fiiiiuicial institutions. 
They include, risk guanuitees, coiicessioiiiil loans, 
dedicated efficiency credit lines, government 
subsidy schemes, and titx incentives. Besides, the 
state governments have programs to promote 
energy efficiency. These programs genenilly focus 
on auditor certification i)rograiiiiiies iuid fiiiiincial 
assistiince for energy auditor sendees. 

7 7.7. Risk Guarantees 

The World Bank has established a credit guiu aiitee 
mechiuiism for India, managed by SIDBI. SIDBI 



guarantees up to 7,5 per cent of the credits of 
commercial banks for a fee of 100 basis points. 
This facility has been applied to more thiui 120000 
loans. The mechanism has just been extended with 
iui additional USD 400 million loan to SIDBI for 
the Siiiiill and Medium Enterprises Financing iuid 
Development Project (SMEFDP) for tlie period 
2009-201 1, on top of the existing USD 170 million 
facility (of which USD 120 from Worid Bank) 
(Worid Bank, 2009b). The additional hnanciiig 
wdll scale up the parent project iuid facilitate iui: 1) 
increase in the geographical coverage of the project; 
2) expansion of innovative SME loan products, 
including possibly loans to smaller SMEs, and 
receivables liiiiuicing; 3) expansion of SME lending 
through other i)articipatiiig financial institutions, 
subject to demand; 4) exploration of the possibility 
of providing loans to promote investments in energy 
efficiency improvement technologies, subject to 
adequate demand from SME at the SIDBI for 
such funding; ;md ,5) expiuision of the coverage of 
the innovative Risk-Sharing Facility (RSF) that was 
initiated under the piuent i)roject. In addition, die 
IFC operates a programme for soft loans to SME 
banks in India. 

7 7.2. Soft Loans 

Because they iire often supported by public funds, 
soft loans iu e a subsidy of the costs of a bank loan 
for energy efficiency or renewable energy projects. 
By reducing the costs of borrowdng, soft loans seek 
to encourage investments in energy efficiency that 
might othei-wdse not be implemented due to high 
financing costs. Often more complicated to set up 
than a traditional gnmt, however, soft loan prognuns 
are generally less broadly used. However several 
such schemes iue in existence in India. 

JICA operates a USD 300 million SME soft loiui 
programme through SIDBI. Also the Government 
of India pnnddes through SIDBI capitid at a ,5 per 
cent rate to biuiks for energy efficiency loans. 

The GOI established the Indian Renewable 
Energy Development Agency limited (IREDA), a 
goveriiiiieiit-owiied non-bank financiid institution 
m 1987. While IREDA's initial focus was on 
development of renewable energy sources, its 
present objectives include "providing financial 
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support to specific projects and schemes for 
generating electricity and/or energy tfirough new and 
renewable sources and consendng energy through 
energy efficiency." At present about 10 per cent of 
all IREDA loans are related to energy efficiency. 
IREDA has successfully operated a revolving fund 
for energ\f efficiency, t\piciilly at issuing loans with 
an interest rate of 10 to 1 Iper cent. 

IREDA operated a revoh^ng loan program that 
pro\'ided finiuicing for projects to promote energA' 
conservation and energy efficiency, including 
projects undertiiken by ESCOs iind energy end-users 
for implementation of energy efficiency projects. 
The fund also finiuiced i)rojects for the production 
of energ)' efficiency ecjuipment. The World Bank 
extended a line of credit to IREDA specifically for 
developing and financing energy efficiency and 
consen'ation projects in India in 200 1 . That credit 
line was aviiilable through March 2007. Qualifying 
projects were able to get interest rates below IREDA's 
usual rates. IREDA offered grant assistance linked 
to its energy efficiency and conservation loans. 
These gnmts heljjed loan api)licants meet some of 
die upfront costs associated with identifAdng energy 
efficiency projects iuid preparing loan applications. 

A wide nmge of entities - private iuid public sector 
enterprises, non-bank financial institutions and 
societies, as well as State Electricit\' BoiU'ds - could 
apply for loans through IREDA. Applicants had 
to meet certiiin stiindards of financiiil strengtli and 
creditworthiness, including being profit making 
companies with no accumulated losses, having a 
Debt to Ecjuity Ratio of not more than 3 to 1 (5 to 
1 for non-bank financial institutions), not having 
defaulted to IREDA or iuiy otlier fmiuiciiil institution, 
and ha\'ing no erosion of piiid-up capitiil. IREDA 
loan guidelines allowed it to consider applications 
from companies that iue loss-miiking or that fiiil to 
meet the stiuidard for Debt to Ecjuity if a giiiirantee 
was pro\'ided for the entire loan. IREDA offered 
varying interest rates, depending on the t>pe of 
project and term of the loan. Energ\' consen'ation 
projects (including Demand Side Management 
(DSM) projects and projects implemented "in the 
ESCO model") were eligible for financing of up to 
70 per cent of the 5)roject's cost at interest rates of 



10 to 11 per cent for loiuis with. repaAinent periods 
of 8 to 10 years, respectively. 

Energy' conseivation/efficiency system iuid equipment 
purchases (including DSM purchases) were eligible 
for finimcing of up to 80 i)er cent of total ecjuijjment 
cost, including the costs of an energy audit and 
detailed project report at interest rates of 9, 9.5, iuid 
1 1 .5 per cent for loiins with repayment periods of 
6, 7, Jind 10 yejus, respectively. If a project (jujilifies 
for financing under the World Bank line of credit, 
IREDA pnndded a 2 per cent interest rate rebate 
for project financing loans and a 1 per cent interest 
rate rebate for ecjuipment financing loiuis. IREDA 
iilso {jrovides a rebate of 1 .5 j)er cent if a borrower 
sui)i)lied a guarantee from a (jualified financial 
institution. IREDA Revohdng Fund loans are subject 
to fiiirly common coUatenil recjuirements. For j)roject 
financing, accejjtable coUatend included mortgage 
on immovable assets (i.e., land and buildings), 
I)ledging of movable assets, guanmtees from i)roject 
{)romoters, dejjosit of i)ost-dated checks for jjiincipal 
loim and interest, a trust and retention account, or 
iuiy other securities, as recjuired by IREDA. For 
equipment finjmcing on i)rojects witli a viilue up to Rs 
10 million (ai)i)roximately USD 215 000), collateral 
requirements included a Deniiuid Promissory Note 
for the amount of the loan, jjledging of movable 
assets, a tr ust and retention account, guarantees from 
I)roject j)romoters, dejjosit of i)ost-dated checks, or 
additioriid securities, as recjuired. For ecjuijjment 
I)urchases with a value greater than Rs 1 0 million, 
a mortgage of immovable assets could be suj)j)lied, 
in addition to one of the other accejjtable t\'j)es of 
collateral already listed. GuiU'jmtees from a (jualified 
financial institution could also be supplied in lieu of 
other coUatend. IREDA offered a reward to existing 
customers and energy auditors, consultants, and 
ESCOs for referring. 

7 7.3. Dedicated Efficiency Credit Lines 

The UNEP- World Bank Three Country Energy 
Efficiency Project catalyzed the development of 
"Bank Energy Efficiency Loan Windows." The 
main focus of the jirogr'am was to work with five 
banks in India to helj) them develoj) {programs 



Innovation and New Economy Enterprises 



tliat would increase investment in energ\' elliciency 
projects, through the issujmce of large numbers ol 
small loans to SMEs. The live bimks piirticipating in 
the i)roject were: State Bank ol India (SBI), Caniua 
Bank, Union Bimk ol India (UBI) , Bank ol India, 
and the Bank of Biiroda (BOB). 

While each bank developed its own approach for 
its SME program, some common features included 
slightly reduced interest rates from the banks' 
stiuidiird rates, assistance with the costs ol audits 
or detailed project reports (though these t>'j)es ol 
benefits tend to be limited to ejirHest loiui applicants), 
and waiving of loan processing fees for some 
customers. Most ol the banks are currently offering 
loans only to existing customers; only one is taking 
loan applications Irom new customers. IREDA 
offers a dedicated line ol credit from the World 
Bank of USD 20 million lor energy elliciency. 

7 7.4. Mezzanine Capital 

Mezziuiine capitjil refers to a subordinated debt or 
preferred ecjuit)' instrument ffiat represents a claim 
on a comi)any's assets which is senior only to that 
ol the common slijues. It is generally subordinated 
to debt provided by senior lenders such as banks 
and venture capital compiuiies. Mezzanine capitiil 
is norniJilly more expensive financing source for a 
compjmy dian secured debt or senior debt. In the 
event ol default, the mezziinine fimmcing is less likely 
to be repjiid in lull since it must wiiit for all senior 
obligations to be satisfied. In compensation for the 
increased risk, mezzanine debt holders recjuire a 
higher return for their investment thiui secured or 
other more senior lenders. 

Since mezzanine financing is usuiilly provided to the 
bon'ower more (juickly with less due diligence on 
ttie part ol the lender than otlier debt instruments, 
this t)pe ol financing is aggressively priced with the 
lender seeking a return in the 20-30 per cent nmge. 
ICICI Venture is a first mover in Mezzanine in the 
Indiiin PE industiy. The India Adviuitage Fund VII 
(Mezzanine Fund I) is conceptualized as a USD 
51 million fund that would focus on Mezzanine 
investment opportunities. The lund has already 
concluded its first lew investments. 
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7 7.5. Government Subsidy Schemes 

The National Manulacturing Competitiveness 
programme, ol the Ministry' ol Micro, Small and 
Medium Enterjjrises, contiiins an action plan with 
10 components. Energy efficiency and (juality 
certification support is one of them. 30 clusters have 
been selected for energy,' elliciency. About 2 Liiklis 
ol funding is available 5)er cluster. Theiillocation 
for 2009-10 is 5 crore (about 1 per cent ol the 
total ministerial MSME support). The Ministry 
ol Commerce and Industry has established an 
j industrial inlrastructure scheme. This scheme 
I consists ol a gi'ant ol up to 7,5 per cent ol investment, 
iuid up to 75 crore (USD 1(3 million) per project. 
I Conditions iire that the i)roject should serve more 
' thiui one conifjiuiy. Only hardwiire investments are 
supported. This is a speciiil purpose veliicle.JICA is 
currently working with IREDA on tlie development 
ol a new loiui scheme, sup5)orted by TA. 

7 7.6. Tax Incentives 

A number ol tiix incentives for energy elliciency 
investments are offered in India. Government ol 
India offers accelerated (80 per cent) depreciation 
in the lirst year lor specified energy elliciency 
equipment. Tax concessions are offered on excise 
and customs duties lor "notified" conservation 
ecjuipment. 

12.0. Instruments of Energy Management 

2. 7 . Carbon Credit Trading 

Though India has no emission targets as per 
international agreements, she can enter into CDM 
projects with significant benefits. The benefits iu'e: 
(1) technological improvements and related foreign 
investments; (2) contribution to green house gas 
emissions; (3) and profits through sale ol CERs. The 
three dimensions ofsustainabilit)' which need to be 
met by CDM projects are environmentiil, sociiil iuid 
economic sustainabilit\'. Energy' elliciency projects 
in the sniiill and medium enterprise (SME) sector 
directly contribute to susbiinable development ol 
the developing country's economy. There are a 
huge number ol products miuiulactured by SMEs 
using outmoded energy-inefficient processes. Some 
I examples ol such products are clay bricks, glass 
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items, iron castings (foundries), steel re-rolling, 
textiles iind a viiriety of food items. The total energy 
consumption of each of these sectors, biken as a 
whole, is very significant, simply because of the 
large number of SMEs. Although individual CDM 
projects may not be easier for SMEs, it is techniciilly 
possible to bundle multiple small projects under 
large regional "umbrella" projects. However, there 
are several economic and social risLs associated with 
the implementation of small-scjile CDM projects. 
Bundling of energy efficiency projects can be a 
feasible alternative to address the above situation. 

The major reason behind die low pjuticipation of 
SMEs is lack of awareness about CDM juid carbon 
abatement opportunities. Further, the kind of costs 
involved in structuring a gi'een initiative as a CDM 
project make one look at it as a challenge imd the 
volume of operations in SMEs makes the CDM 
structuring process apparently unviable. 

A new ai)proach introduced by UNFCCC, 
called programmatic CDM, pnnddes iin enabling 
environment for energy service companies to 
emerge and iiid SMEs to piu ticipate in implementing 
CDM projects. Programmatic CDM ciin be seen 
as an attemjjt to lower transaction costs of the 
CDM process to bring in the emission reduction 
opportunities in small and tiny sectors into the 
carbon market. 

This new initiative by the LIN body enables 
emergence of new entities (called energy service 
companies) to finance and undertake initiatives 
particularly for renewable energy and energy 
efficiency projects in small iuid tiny sectors, which 
are nijuginalised in a CDM market dominated by 
high-\'ield, low-cost projects. 

A clear road map needs to be prepared by the 
government jmd ti'ade organisations to create a sti'ong 
awiireness of CDM jmd its benefits iunong SMEs. An 
appropriate policy for promotion of energy sendee 
companies (CDM project bundlers and CDM 
programme implementers), iirticulation of carbon 
credit owiership issues and some fisciil incentives 
will definitely niiike significiuit difference in aclueAong 
the higher participation of SMEs in India. 

The National Commodity and Derivatives Exchimge 
Limited (NCDEX) has asked tlie Union Government 



to i)ut in place a i)roi)er policy fnmrework for iillov\ing 
trading of CERs, carbon credit, in the niiu'ket. India 
has two commodit\' exchanges trading in carbon 
credits, MCX, India's kugest commodit\' exchange 
launched trading in ciirbon credits. NCDEX, which 
launched trading in ciu'bon credit futures in April 
2008, is pinning hopes of the necessiiri' chiuiges to 
allow wider piuticijjation in carbon trading futures. 
The countiy, at i)resent, has sellers, but Indiiui law 
will not permit buyers, based in Europe^m markets, 
to enter the miirkets. 

The Foward Conti'acts (Regulation) Amendment 
Bill would widen scope for the market besides 
defining non-tangibles like cjubon credit. Futures 
niiirket woukl act as a sigmil for traders jmd producers 
which, if read properly, would make spot markets 
more effective. Traders and fiirmers iire expected to 
utilise the NCDEX business platform, as it could be 
used as a hedge in the light of the high volatility' in 
the prices of lot of commodities. 

72.2. Energy Labelling 

Our discussion in the following i)ages indicate that, 
given the stage of development of the country, 
and the solemn commitments of India before 
the international community, as it was outlined at 
Copenhagen, places substantiiil responsibilities on 
us. The challenge primju Hy is to miike all tliese issues 
understiuidable to the common niiui, iuid to trigger 
positively the inten'entions of economic actors. For 
example, energ\' efficiency is a cimrpiiign which has 
been there for the last two decades, dnd many public 
orgcUiizations try to sensitise the people on these 
aspects. However, there is much to be desired on 
the impacts. 

The task, therefore, is to offer market signals that 
work in favour of economic chiuiges. The Energy 
Conservation Act of 2001 is a step in the right 
direction. However, energ\' efficiency labeling in 
India is veiy much in a rudimentaiy state. Energy 
efficiency labeling is the display of a label on a 
product, depicting data in a standard format, 
regarding energy use and a predefined energy 
efficiency measure for enabling compiuison with 
the energy efficiency of simiku" products. Wliile in 
India some effort was initiated in the case of products 
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like iiir conditioners, tube lights and refrigerators, it 
needs to trickle down. As the labeling programmes 
is poised to expand to many new products, such as 
TV 's, gas stoves, geysers, ceiling fans etc, it is a good 
occasion to look at the viu'ious options, based on the 
experience of other countries. 

The (juestion that need to be addressed in this 
context are tire following: Firstly, whether the label 
is a good way to promote energy elliciency, iind 
if yes, what are the products where it should be 
used. Secondly, whetlier to have mandatoiy labels 
or voluntary labels. Thirdly, whether government 
or private rating agency should do the labeling. 
Fourthly, it is iilso importiuit that labeling should 
enhiuiced credibilit\' of the product. Finally, a label 
should be mandated by law. It is also important to 
bring it to the lime light that the basis of acceptjmce 
of <m energ\' efficient product is that its life time cost 
is much less. 

13.0. Backward Linkages 

In most discussions on public programmes, the 
role of backwiud linkage effects is not given due 
attention. Evaluators generally consider only the 
direct impacts, without due regiird to the backward 
and foiivard linkages.This is speciiilly bue in tire case 
of alternative energy programmes, and programmes 
on energy consen'ation. 

A recent study on renewable energy industry 
in South Asia, carried out by Institute of Small 
Entei7)iises iuid Development (ISED), has examined 
the com5)arative situation of India and Biuigladesh. 



While in India, there is a long history of renewable 
energ)' i)rognunmes, the backward linkage effects 
are relatively low. However, in contrast, Bangladesh 
which is a recent entrant, has demonstrated a 
signiliciuit track of backward linkages. Such positive 
results were the outcome ol die active synergy of 
general development programmes, and renewable 
energy programmes in the country. The actual 
experience of such backward linkages should form 
the basis for an MSME-focused strategy' in green 
business. 

73.7. Towards an Entrepreneurship 
Development Agenda 

Apart from the importance of climate change 
mitigation initiatives being discussed both at macro 
iuid micro levels, the acid test of implementation, 
lies in how effectively a business case is developed 
for a green business agenda. In other words, in miy 
discussion on greening business, tlrere should be a 
business case behind it. 

The scheme for i)romotion of energy efficiency 
iuid renewable energy' in selected MSME clusters 
is a more recent initiative in which the Ministry of 
MSME and tire Ministry of New and Renewable 
Energy are participating. Similarly, the Ministry 
of New and Renewable Energy also has its own 
programmes in which MSMEs can participate. 

73.2. Green Energy Business Opportunities 

There should ob\iously be a case for going green. As 
per die international signals and indications, green 
will soon go mainstream, and it is the right time for 



Fostering Innovative SMEs: Success Story of Brazil 

The stoiy of Bnizil stimds out as a signiticiint example of fostering SME growth. According to data 
gathered by Endeavor, SMEs iire responsible for 96 per cent of tire jobs in Bnizil and comprise 
98 per cent of idl companies in the countiy. The majoiitA' ol tlie couiitiy's SME sector is geared 
towiu'ds liigli-growtii ventures, as oi)i)osed to compiuiies tliat form and tlieii reniiun sniidl. Bnizil's 
government also plays a key role in growing SMEs through tlie creation of dedicated funding 
agencies than disperse around US$6,5,000 to start-ups focused on innovation. The current aim 
of these agencies is to aid 1 0,000 innovative compjuiies over four yeiirs, iuid tiiereby generate 1 0 
new jobs for each one directly generated by a new compiuiy. This clejuly demonstiates that the 
introduction of pro-entrepreneurship policies at government level ciui be effective in fostering 
a country's entrepreneurial growth. 

Source: news. howzit.nisn. com 
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Indiiin domestic businesses iind exporters - small 
and big - to capitiilize on this phenomenon. The 
SMEs can even find a lot of opportunities in the 
'green' sector. For exjunple, there jue enough growtli 
opportunities for SMEs in the organic products 
sector. Again, tliey can even consider new uses for 
a specific garbage item which could be a business in 
itself. Hence, 'going green' is not just merely about 
social res5)onsibilit)' or stajdng top of emdronmentiil 
legislation; neither we should treat the trend as 
somediing awkward or loft\'. A green strategy' helps 
cost sa\'ings tlirough efficiency or producti\'ity gains, 
offers unicjue opportunities, and offers a win-win 
situation. 

"Going green," is not iui unaffbrdable agenda for 
SMEs; with, smiill steps, SMEs can take to niiike 
a start. Green machinery such as wind turbines, 
solar piuiels; green fuels such as bio-diesel, biomass 
power; gieen production house such as low carbon 
factories; green ti'imsportation meiins, such as electric 
vehicle; green office accessories such as papers, 
fabrics, building materials, packaging materials made 
of recycled materials; green housing accessories 
such as bamboo flooring, furniture made of bio- 
plastics; and miuiy more nobody has even thought 
of yet - every product, every acti\'ity, eveiy industry 
can have a shade of green. So, small businesses can 
experiment with anything while taking their first 
'green steps'. It will not only help them to reduce 
gk)biil wanning emission iuid save input costs but iilso 
to eiu n immediate recognition from their customers, 
employees, slijueholders and even the media. 

There should obviously be a business case to 
go green. So, where do we start? SMEs are free 
to experiment with 'going green', as there is no 
pressures of meeting compliiuice regulations. Instead 
of accepting the 'going green' concept as a lofty ideal 
not practiced enough to be implemented into diuly 
operations, businesses should stiut concentrating 
upon using raw materials efficiently, choosing 
renewable raw materials, reducing and recycling 
of waste, reducing energy,' use in production jmd 
transportation related operations, using idternative 
energy sources like soku" power instead of electr icity, 
and anything drat i)revents negative emdronmental 
impacts. 

There are hvo variimts of a business case which can 



be discussed and developed in the Indiiui context. 
First, apiirt from the demonstiative vidue of cleiui 
energy, it should become a business opportunit\'. 
The feasibditA' of such business opportunities was 
examined by a larger Soutii Asia project initiated by 
the Institute of Small Enteri)rises and Development 
(ISED, 2005). This project exiunined the feasibdit)' 
of development of a commercial market for 
renewable energy in order to ensure sustainable 
development of this sector. 

Development of commercial markets, as above, is 
\itid for the sustainable development of renewable 
energy sub-sector. First-generation entrepreneurship 
has an important role to play. No country can 
evolve a sti'ategA' of entrepreneurship development 
based on prefixed models. But iui understiuiding of 
best practices in countries of similar historical iuid 
cultund backgrounds c<m be useful for evolving more 
meaningful strategies. 

The renewable energy sub-sector, unlike many odier 
sunrise industries, has a significiuit developmentid 
role to perform, because of the wider product nmge, 
iuid the potential of attracting enti'epreneurs from 
different backgrounds of economic capabilities iuid 
skills. Countries of South Asia, and especially India 
iuid Bangladesh, have not been able to promote 
first-generation entrepreneurship in tins sub-sector 
to a significimt extent. It is, therefore, imjjortiuit that 
the status of entrepreneurship in this vital sub-sector 
is realistically analysed in a comparative setting, iuid 
corrective policies iire suggested in order to enhance 
its industriid potential. 

The study, based on in depth field research 
in Bangladesh and India, came out with some 
important findings which ;u e releviuit to die context 
of most Asiiui countries as follows. 

1. A sizable proportion of tiie rural population 
are deprived of conventional energy resources 
due to uneconomic leads or unajjjjroachable 
terrain. However, they ju'e unawiire of efforts of 
die governments and other agencies in bringing 
to dieir sendee idternate forms of energy. 

2) Wilde most of the respondents were aware of 
die avadabdits' of sokir and bio mass generated 
energy, were unwilling to accept them because 
they were idnud of unaffbrdable cost. 
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Innovative EU Outreach Programme for Energy 

The Small Business Act (SBA) adopted by Euro])eim leaders in 2008 explicitly commits the EU 
imd its member states to helping SMEs benelit from die growdr ol emerging markets in odier 
pjuts ol the world. The SBA says Europe should pnndde "niiirket-specilic support and business 
tniining acti\'ities" lor smaller businesses, and cidls for the setting up ol 'European Business 
Centres' in countries such as China and India. The Enterprise Europe Network (EEN), which 
provides support sendees for SMEs in the EU, idso helps businesses to expiuid into new markets. 
It has piirtners in 21 non-EU countries. Europe^m SMEs have consistently complained that 
they find it difficult to breidi into some foreign niiukets due to the legal, lingiustic imd cultural 
complexities ol doing business overseas. Protectionism has idso become a growing problem 
since the outbre^dv of the finiuicial crisis, with governments making it difficult for foreign firms 
to access public procurement contracts and economic stimulus funding. 

Source: Eur Activ 



3. It, however, remains to be seen whether the 
economies ol size coukl be achieved with larger 
and wide acceptance ol renewable energA^ But 
this recjuires sub-sectoral costbenelit analysis. 
Analytical studies on subsectors in terms of 
their linkage potentiid is cruciid in this regard. 

4. Even the gobar gas plants which, at one time, 
were instidled in large numbers in many villages, 
and sen'ed a good number of households and 
other establishments, went into disuse with a 
lad in direct incentives such as subsidies. 

5 . Avidlabdity ol hydro electric iuid tiremiid power 
at compiuatively low prices has also acted as 
disincentives. The situation really points out 
to a lack ol coordinated and wellknit energy 
policy supported by adecjuate strategies to 
create effective awiu'eness among the potential 
consumers regarding the emerging need. 

6. Nepal and Sri Lanka have successlully 
incorporated RE programmes in their Five 
Year Plans. Bangladesh has attempted to 
institutionalize renewable energy into the 
decenti'alization process, by establishing rural 
energ)' dei)iutments and similar agencies to 
deal with the recjuirements of remote areas. 

Though not directly induced by these actions, 
entrepreneurship developments is RE in these 
countries have already shown some positive 
tendencies. Odrer countries in the iu'ea can emulate 
tiiese examples . 



14.0. A Stock-taking 

The green agenda for SMEs makes sense for a 
variety of reasons. Apart from the compulsions ol 
the countiy as per international conventions, as idso 
the need for modernization ol our MSME sector 
through energ\' efficient processes, ffiere ai'e several 
external economies for a green business agenda. 

One ol die advimtages is die enonnous oppoitunities 
ol reaping benefits under ciubon credits. Carbon 
credits offer India a six billion dolku" opportunit\^ 
The Government ol India has approved more thim 
1400 i)rojects as part ol the Clean Development 
Mechanisms (CDM) that could attract ju'ound six 
billion US dolku s into the countiy by 2012, through 
Side ol CER ceitilicates. The nationid CDM audrority 
(NCDMA) has accorded Host Countiy Approval 
to 14>5>5 projects. These projects have seen an 
investment ol more than 33.7 billion US dollars. 

II all these projects get registered, it will earn 
developers over 600 million (CERS) by 2012. At a 
consen'ative price ol 1 0 dollar per CER, the figure 
works out to a little over 6 billion US dolku's. It is 
important to note ffiat, ol ffie above, 225 projects 
are in ffie fields of biomass co-generation, hydro 
power, jmd wind power. These estimates indicate 
the significant untiipped potential which need to be 
seriously looked into. At present, the Indian solid 
waste niiuiagement market is witnessing ti'emendous 
growffi. Currendy it is valued at US$ 1.5>5.>5>5 millions. 
However, this market remiuns still to be utilized. 
Besides, the Indian MSME sector has the bad 
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Closing the Funding gap - the Role of Technological Rating 

Financiid institutions, as well as government bodies, have difficultA' assessing the risk-profit 
trade-offs of innovative ventures. Uncertainties about the technical feasibilitA', the time period of 
development, the total finiuicing needed, and the probabilits^ of commerciiilisation and possible 
miu'ket size, make finiuicial institutions hesitate before funding venture i)rojects. 

To overcome tlie information gap between entrepreneurs iuid fimmcing bodies - iuid tlius increase 
the external sources of financing for SMEs - governments cim encourage the development of 
technological rating instruments jmd orgjmisations. Technological rating is a holistic metiiod 
for evaluating the technologicjil feasibilitA', commercial risk and managerial capacity of SME 
iind its proposed innovative project. Technologiciil rating orgcUiisations can be public or i)rivate 
bodies, and sen e a bridging role between the fin^mcial sector and potential innovators. 

Source: Eur Activ 



reputation of being highly polluting, especiiilly in 
miuiufacturing operations such as textiles, chemiciils, 
glass ware, metiils etc, where the processes could 
be significandy improved to gain CERs. In many 
of die rural industries, use of chiircoal and coal are 
sigTiificiuit, iuid tells upon die potentiid to be replaced 
by alternative processes. 

The new dirust on innovation in SMEs that emerged 
in the context of the global warming debates is a new 
opportunity. The Indiiui MSME sector has jHoved to 
be significandy responding to the need to innovation. 
The new emdronment offers a compulsive secjuence, 
wliich can lead to die twin benefits of botii innovation 
and the green benefits. 

Beyond the above discussion, a loiigman's point 
of view still prevails: Why should an average 
entrepreneur, stiirt-up or existing one, opt for a gi een 
process or product? For iuiy business opportunity 
worth to be considered, there need to be a business 
case. Being a rather unconventioiiid opportunity,', 
die process of decision making should be rather 
difficult. It is in this context that the role of public 
promotional agencies arises. From KVIC up to 
IREDA, several public promotional agencies have 
played significiuit roles of mentoring iuid su5)5)ortiiig 
enti'epreneurs into energy saving and clean energy 
options. However, it is a well knoTOi fact that, such 
promotional acti\'ities have not yielded to achieve 
the scides, as desired. Financial institutions have 
responded to such public schemes. However, 
achievement of a sizeable scale, presupposes 



achievement of some necessar\' conditions. Such 
a necessary condition is the presence of a first- 
order demonstration effect. Ministry of New iuid 
Renewable Energ\' has demonstrated the feasibility 
of sevend renewable energ\' applications. However, 
these demos have not been jH'oved/or even genendly 
felt, to be commercially viable models. For instiuice, 
street lighting is possible with solar systems, but 
veiT few cities in the countiy have demonstrated 
commerciidly \'iable, functioned and efficient models 
of soku" sti'eet lighting. An end-use such as street 
lighting can trigger significant backward linkages 
that will help SMEs flourish. Achievement of a 
criticid minimum scide is crucial for creating public 
confidence in such models. There are, however, 
isolated success stories where promotional agencies 
diemselves play a lead role in piloting success stories 
.The trickle -doTOi effect, in such cases, is likely to be 
substiuitial. Karatidia Vikas Gnmiin Bank, lia\'ing a 
ku ge bnmcli nebvork, has \'irtuidly initiated a major 
demonstration, by action at home itself. Seeing is 
belie\'ing! 

15.0. Conclusion 

While renewable energA' was largely considered 
as a stiuid-idone programme so far, iui integrated 
approach is yet to emerge. Despite the launching of 
the Jawidiarkd Nehru Solar Mission some critical 
iireas of concern need attention: First, the idternative 
energy agenda in India lacks clarity on its purpose. 
Does it meiui the outcome of an iiicidentid urge? 
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Or does it meiui a business opportunity? It is true 
that, the particular circumstances, such as the oil 
crisis have prompted the search for alternative 
energy sources? Alternative energy implies a 
significant business case today, which still remains 
to l)e properly articulated in the Indian context. 
Assuming clarity on die renewable energ\' agenda 
as a business agenda, it is cruciiil to identify jind 
specify the role of viuious stiike holders. Moreover, 
the mechiuiisms which help to foster business has 
to be cleiirly spelled out. Given the specific stage of 
develoi)ment of the countiy, India has tremendous 
opportunities in wiiiting; they need to be tapped. It 
is in this context that Gujiuat's proactive approach 
to energy consen'ation and promotion of energy 
business opportunities stand out. 




1.0. Introduction 

Sustained economic growth is central to the 
development agenda of India. Growth, according to 
the objectives of State policy, need to be ecjuitable 
and inclusive. Despite the above imperatives, 
there are limits to economic growth, which arise | 
essentiiilly out of the scarcit>' of physiciil resources. 
However, entrepreneurship is one critical resource 
that helps to break this barrier. Given die penetration 
of entrepreneurship skills across the society, the 
strategies of economic growth can be redefined, and 
sustained growth can be attempted. 

The development of entrepreneurship itself is 
the outcome of social processes. Exogenous and 
endogenous factors influence their growth and 
direction. Public policy, therefore , can play an 
importiuit role in tiiggering diese social processes 
in such a way that a broad based entrepreneurship 
platform is enabled and this, in turn, is used to act 
as a key tool of economic development. This, in a 
nutshell, imi)lies thatentrepreneurshij) development 
policies need to be \'isualized as participative and | 
inclusive, leading to a huger paradigm of inclusive 
business. Gujarat has the longest histoiT of initiating 
such a path of mainstreiuning entrepreneurship, 
though its tempo has witnessed fluctuations over 
time. 

'Inclusive business' means, the contribution of 
business in achieving the objectives of sustainable 
business growth. Sustainable business growth 
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demands the involvement of viuied stiike holders, 
both verticiilly jmd horizontally, such that die beiifits 
of growth get increasingly distributed for common 
good. Gujarat has inherited a particular path of 
business growth, which is uiiicjue in the couiitiy. 
How sustainable is this growth patliPHow has 
the entei'j)rise ecosystem of the State been tuned 
to accommodate and utilize the 'bottom of the 
pyrjunid', iuid MSMEs in specific, as an inipoitiuit 
agent of inclusive growth? How are the autonomous 
iuid induced aspects of enteq^rise development are 
crucial in shaping jui inclusive growth agenda for the 
State? These, among other diiiigs, form the compass 
of the present chapter. 

2.0.Entrepreneurship: A Public Resource 

The terms, 'MSMEs' and 'entrepreneurship 
development' are often used in the same vein. 
However, they are two different concepts .While 
enti'epreiieurship often emerges in iui atomic form, 
it is not a necessaiy condition that all enterprises 
should emerge in an atomic form .Tlierfore, it 
is important to examine the origin and growth of 
entiepreneurship in a societ\', from die point of \'iew 
of evolving policies that may help to expiuid its base 
in a scientific manner. 

SMEs, as the atomic constituent of the enterprise 
system, often emerge from the creative ideas of iui 
individuals, who in turn, convert that into business 
opportunities. It is a net^vork of such creative ideas. 
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translated into business opportunities, that constitute 
the mainstiiy of the enterprise ecosystem. Creative 
ideas, in the process of getting ti'jmslated into income 
oppoitunities, need to address t^vo t\pes of functions. 
First, there should be the entrepreneurial function 
of transforming the idea into a full Hedged business 
idea, and to keep it going in die day today business 
activities. Second, there need to be the process 
of actual execution ol the routine business, both 
at the mjmagerial and at the plant level. Hence, a 
continuous process and SAiierg\' ol the above tvvo 
lunctions make the enterprise an organism. It is 
this logic of coexistence of different types and scales 
of orgjmisms that make the enterprise ecosystem, 
what it is. 

An enterprise is significantly sensitive, bodi to the 
internal and external emdronment. Internally, most 
firms sprout as a 'one-man' enterprise. It is the 
original ideas ol that individuiil which provide the 
seeds ol a business. The ideas need to get tnmslated 
into economic functions. It is these functions, and 
the search for ways and means to perform them, 
that constitute the human resource core of an 
enterprise. 

While entrepreneurshij) is a rather abstract concept 
that often escapes the attention of policy milkers, it 
becomes a key item in the agenda of public policy 
during times ol serious economic crisis. It is this 
relevance that leads us to an overall look at the 
state of entiepreneurship development m a global 
setting. 

3.0. Entrepreneurshipand Self-Employment 

The temis, 'enti'epreneursliip' iuid 'sell empkninent' 
are olten synonymously used. They revolve around 
the existence of an innovative business concept or 
idea. Entrepreneurs attempt to develop something 
new. The sell-employed, by conti'ast, t)7)iciilly engage 
in selling their labor to i)erfonn a specific set of tasks 
tiiat are to some extent routine, but might differ in 
quality' depending on who does them. 

In hard-core capitalist countries, due to layoffs, the 
ranks ol the sell-empk)yed olten get expiuided. Miiny 
are technical speciidisLs who are simply performing 
- as subcontractors - the same acti\'ities for their 
former employers as they did when they were 



employees. These individuals t\'j)ically still think 
ol themselves as employees in all but a technical 
sense; in many cases, they are. By contrast, an 
entiepreneur's task is to build a business around a 
new concept or offering. 

As indicated by the Kaullman Index ol 
Entrepreneurial Acti\'ity ,tlie start-up rate for new 
businesses in the USA declined in 2011 and new 
entrepreneurs were more likely to go it idone thiui 
hired employees. The imnual suivey, released by the 
Kaullman Foundation, showed a 5.9 per cent drop 
from 20 1 0 to 20 1 1 , \ridi approximately ,543,000 new 
businesses created in the U.S. each month last year. 
Even with the droj), the level ol entrepreneurship in 
201 1 is iunong the highest during the past Kiyears. 
Business creation over die past four years has been 
higher than average, given what we have seen since 
1996. However, from 2007 to 2010, die rate at which 
iiidividuids established new linns \rith employees 
declined. In 2009, it was at iui idl-tiiiie low. The rate 
remained Hat from 2010 to 2011. This implies that 
self-employment in the USA is iieiir idl-time high, 
but hu'ger business stiirts still have not recovered 
from before the recession. 

People entering sell-eiiii)lo\iiient iu'e probably using 
it to meet persoiiid needs, which is not surprising in 
iui economy that is slowing down. But they do not 
create businesses that are gi'owtli-orieiited and create 
lurdier employment opportunities. The branch 
called 'Business Demography' helps one to have a 
disaggregated analysis ol entrepreneurial behavior. 

Entrepreneurship, according to the dominant 
Schmiipeteiiiui delineation, is defined by 'innovation' 
and 'growth' by individuals who create new 
organizations. It is an economic function. Self- 
employment, on the other hand, is a contractual 
form. Most sell-emploTOieiit is iioii eiitrepreiieuriid. 
One gets lot ol sell emplojiiient when transaction 
costs iu'e too high and institutional costs low (eg: 
Greece). By deliiiitioii, an entrepreneur is sell- 
employed, but someone who is sell-employed need 
not necessarily be an eiitiepreneur. 

4.0 Enterprise: the Stock-Flow Relation 

Unlike other economic activities, enterprise, 
which forms the base ol the secondaiy sector, is 
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Global SME Demography: in a Nutshell ^ 

Data on the average number of new businesses that stiut up workiwdde each day, is often a puzzle 
An estimate by die Global Entrepreneurship Centre is as follow: 

"Worldwide, there are about 300 million persons tiying to start about 150 million businesses. Aboul 
one third will be launched, so you ciui assume 50 million new firm births per year or about 137,00( 
per day. As firm birth imd death rates are about ecjual, the siune number of active fimis, say 120,00(, 
probably, terminate trading each day. This is the only source of compjuative data on stiut-up iUK; 
closure. One can find some data for the US on the SBA, but for most countries, the figures eidrei 
do not exist or are not compiled." y 

of as much as 20-30%, they have the adviuitage of 
being stiuidardized across a wide range of countries 
at different levels of development. Extrapolation 
to the other 37% of the world population not 
covered by GEM assessments, most in developing 
countries, would suggest a total of 472 millions 
nascent entrepreneurs iire tr\'ing to stiirt 305 millions 
firms; imother 89 millions OTOier-managers of 58 
millions existing businesses are emphasizing an 
entrepreneurial focus. 

People get involved in stiu ting new fimis for a number 
of reasons. One of the most basic distinctions is 
between drose who seek to take adviintage of unicjue 
business opportunities and those who cannot find 
suitable work iuid stiirt a business to sundve. The first 
may be considered "opportunitA' entr epreneurs" and 
the second "necessity' entrepreneurs." They were 
identified across all GEM countries beginning in 
2001 . Using the formula above, this meiuis that with 
472 millions entrepreneurs worldwide attempting 
to stiirt 305 millions companies, approximately 100 
millions new businesses (or one thu d) will open each 
year around die world. 

According to GEM estimates, the rate of birth 
iuid death of firms iire almost ecjual. The ratio is 
almostone failure for each start-up. Roughly the 
same numbers of firms start and close each year. 
The dynamic nature of business is referred to as 
"creative destruction," the process through which 
healtiiy, vibrant firms create innovations, often to 
the detriment of those that fiiil to innovate and stay 
competitive. 

While estimating the the spread of entrepreneurship 
is rather difficult, it is a growing global phenomenon. 
According to GEM, there iU'e neiuiy 400 millions 



a key trait with unlimited potential. Enterprises 
are the outcome of the creativity of people, imd 
such creativity is, by fiU", neutral of time and space. 
Turning such creativity to the recjuirements of 
time iuid space is the challenge and opportunity of 
countries. From this iuigle, a primary (juestion that 
emerges is, what is the size of enterprises in India. 
How many are added to this stock every year? An 
answer to this question is, of course, not simple. But 
perhaps, how die same (juestion is answered in the 
context of other countries, would be instr uctive and 
illuminating. 

At die inteniatiomil level, die Gk)biil Entr'eiH'eneursluj) 
Monitor (GEM) is corisklered to be the audioritative 
source of data on the subject. According to GEM, 
total human j)oj)ulatiori of 40 GEM countries is 
almost 4 billion out of a world i)oi)ulatiori of 6.3 
billion; 63% of the world j)oj)ulatiori is rei)resented 
in this assessment. Among these 4 billions, 2.4 
billions iU'e in the age riuige of 18-64 years, which 
api)roxiniates the working years in most countries. 
Among this 2.4 billions, about 12% or 297 millions 
are active in trying to get 192 millions businesses 
past the initial launch and through the initial three 
years of ojjeration. 

The adult i)oi)ulatiori sui'vey inquires about any 
ownershij) of an existing business. By adjusting for 
the size of the ownershij) grouj) it is j)ossible to 
estimate the tot;d number of active businesses in 
each country. The totid for the 40 GEM countries is 
about 347 millions, from 15 thousands in Iceland to 
142 millions in China. Using the same procedures, 
die number of existing firms that maybe considered 
eritrej)rerieurial can be estimated at 37 millions 
for all 40 countries, from 1,000 in Iceland to 19 
millions in China. Wliile diese estimates could be 
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Entrepreneurship, a Survival Strategy? 

"The developing countries of Asia iuid Latin America are fiu" iiliead of Europe in stiuting new 
businesses, according to a recent sun-ey of tire Globiil Entrepreneursfiip Monitor(2002). But few 
stiut-ups liave die potentiiil to make iui impact on jobs jmd gi'owtli, jmd a negligible number benefit 
from venture capitiil, with the vast majority reliant on informed funding. The annuiil sun'ey by 
the GEM was carried out across 37 countries representing 92% of world GDP. It finds that 286 
million people, 1 2 per cent of the workf orce in tliese countiies, are engaged in starting or running 
a new businesses, implying a global figure of about 460 millions. According to Paul RcTOolds, 
the GEM Project Co-ordinator, "hiiff of the people in many developing countries are doing it 
out of necessit\' because they ciumot find work, and that is what drives the rate up so high." ^ 

Source: Global Entrepreneurship Monitor 



active entrepreneurs mound the world. The annual 
survey polled 140,000 adults ages 18 to 64 from 54 
different economies. GEM estimates tliat 1 63 millions 
are women ejuiy-stage entiepreneurs, 165 millions 
are young early-stage entrepreneurs (18 to 35 years 
old), 65 millions entrepreneurs plan on creating 20 
or more jobs in the next five years, and 69 millions 
offer innovative products or services that are new 
to the market. The study re\'iews entrepreneurship 
based on three stiindiu'ds: inclusiveness, industry iuid 
impact. The amount of opportunity entrepreneurs 
have, their gender, tlie industry they choose and how 
they affect their societies also help determine how 
successful entrepreneuriiil ventures might be. 

Stabilit\' iuid chaiiunism iire hvo key ingredients of the 
vibnmcy of iuiy economy. All economies WcUit to have 
some elements of stability, where firms maintiun 
their businesses, despite facing ui)s imd do wis in 
their industn^, tlieir businesses or in the economy 
over time. At the siuiie time, there need to be some 
dynamism, where new ideas and new firms sprout up 
and replace in piirt those that have run their course. 
(Kelly, D, 201 2) .The sum total of these t^vo aspects 
get reflected in the state of entrepreneurship. 

Across different economies, potentiiil entrepreneurs 
may inteqiret a certiiin degree of oi)i)ortunit\' to sbirt 
a new business. GEM's sun'ey shows that even in 
places like Bangladesh, in which there is a high rate 
of perceived opportunity to start a business, many 
believe tiiey do not have the capabilities or have 
a high fear of fjiilure. Odier economies in which 
potentiid enti'ejH'eneurs showed a high feiu" of fidlure 
or low capabilities included Japan, tiie Republic of 
Korea, Singapore and the United Arab Emirates. In 
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die light of die recent Europejui economic doTOitimi, 
die sun'ey pjuticipiuiLs in Greece, Hungiuy, Portugal 
and Spain reported to have perceived very low 
levels of opportunity. Alternately, prospective 
entrepreneurs in the U.S. showed a moderate 
perception of opportunity, but great confidence 
in their abilities and a low fear of failure. At 55.8 
I)er cent, Colombia reported the highest rate of 
non-entrepreneurs with eiitrepreiieuriid intentions, 
while more than 86 per cent of Bniziliiuis felt that 
entrepreneurship was a good career choice. 

One of the most significiuit findings in the GEM 
sun'ey was die steady increase of totid enti ejH'eneurial 
acti\'itA' (TEA) across idl die different economic levels 
despite a worldwide economic struggle over the past 
fewyeiu's. Countries in tiie efficiency-driven category 
saw iui average increase of 25 per cent. Miuiy of diese 
economies, including China, Ai'gentina and Chile, 
idready had high rates of entr'epreneuriid acti\'it)' iuid 
saw further increases in 20 1 1 . Of the 20 innovation- 
driven economies, there was an average 22 per cent 
increase in activity, driven mostiy by a big jump in 
nascent entr'epreneurship, which saw idriiost 36 per 
cent more startups. Kelley rioted that "the tidk of job 
loss and jobs not coming back from the recession 
may not be painting a complete 5)icture. The GEM 
results provide some indication tiiat stiutup acti\'ity 
may be a missing piu1 in these reports." 

Growtii projections vary greatiy. While most of 
the 54 economies have a high rate of low-growth 
{Hojections, several economies, including China and 
the United Arab Emirates, display significant plans 
for high-growth i)oteritiid, in which a company i)lans 
to add 20 or more employees over a 5-year span. 
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Stages 



Stages of Enterprise Development 

Level of Inten'ention Type of Inten'ention 



Stage I Livelihood sustiiinabilit\' 
Primitive industrialization 



Minimal 



Degree of 
Inten'ention 
Low High 



3 



Stage II 


Policy Level 


a) 
b) 


Research and 
Policy Support 
Lobbying 


Low 


High 


Stage III 


Grooming Stage 


a) 

^ b) 


Entre prene ur s hip 
education iuid 
triiining 


Low 


High^^ 

■ 


Stage IV 

L 


Scaling-up stage 


a) 
b) 
c) 


Technology' 

BDS 

Finjmce 


Low 
Low 


High 

J 



5.0. 



Source: Mathew (2010) 

Gujarat's Approach to Enterprise 
Promotion. 



The term 'enterprise' is botli a noun imd iui adjective. 
Histoiciilly,tlie Gujjuati societ\' has strived to promote 
bodr.Tliis legacy dates back to tlie colonial period. 
It is this legacy, dong with governmental initiatives, 
that explains the State's reniiu kable progress on the 
enterprise side today. But beyond this, public policy 
has acted as im engine of enterprise development 
in tlie State.The role of i)ublic })olicy is discussed 
elsewhere in this report 

6.0. The Enterprise Development Cycle 

Strategies of enterprise development often remain 
relatively compartmentalized. Since the agenda of 
enterprise development in India is essentiiilly driven 
by the government today, and that the capabilities 
of other development actors are kirgely confined to 
particular functional areas, we need to explore the 
potential of an integrated enterprise development 
model. 

In the analysis of organizational performance, 
a methodological approach often used is the so 
called structure-conduct- performance approach. 
According to this approach, structure decides 



the nature of conduct, and through it, the level 
of performance of organizations. Alternatively, 
performiuice may be predicted from structure, or, as 
a feature of public policy, that legislative inten ention 
in structure may bring about desirable reforms 
in conduct or performance. We need to focus 
on networks involving non-governmentiil actors, 
rather than on any single categor\' of organizations 
(ISED, 2011). The crucial difference between the 
government orgiuiizations and other orgiuiisations is 
that, while in the case of the former, the relationship 
is rather rigid, in the latter case, it is relatively 
flexible. A meaningful aniilysis, therefore, should 
proceed at tvvo levels: 1) the actors and their roles; 
and 2) particular linkage models that shape the 
linkage system. An understiuiding of the enterprise 
development cycle, tlierefore need to be in terms of 
its stages and functional areas. 

6.1 . The Stages of Enterprise Development 

The first step should be to develop iin approjjriate 
methodology that captures: 1) the present state of 
entei'jjrise development, iuid the role, if iuiy, of tliese 
actors; imd 2) to specify tire issues to be preferentially 
solved. 
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From a primitive state of no significant initiatives for 
enterprise development (as it is found in some isliuid 
economies), an active policy of promotion leads to 
several stages of development initiatives. However, 
in a vast countiy such as India, at any particular 
point of time, this stage of development \rill vary 
from stiite to state. Therefore, it is imi)ortimt to have 
an understanding of the specifics of these stages. 
There are different functional areas of enterprise 
development, and each such area is predominantly 
related to a particular stage. For exiunple, though 
business development services are relevant in 
various stages of enterprise development, they ju'e 
more relevant in a context of growtli imd scaling up 
of enterprises. 

According to the three-stage theoiT of growth of the 
economy, growtli of the primaiy sector provides 
tlie nutrient for that of the secondly sector, either 
tlirough the demand for wage goods, as also for 
industrial products. . Hence, there is a stiige of 
spontaneous growth of tlie non agricultural acti\'ities, 
where public policy has no significant role to play. In 
Stiige II, tire economy is expected to be on iui ovenill 
urge to attain die" preconditions to growth" stage. 
Here, public policy has iui active role in enterprise 
promotion. Wliat enteiprises need to be promoted, 
and how, becomes the key question. An answer to 
this question demands, much resejuxii, iuticulation, 
lobbying and policy support. Stage III is a stage of 
proactive iuid concrete initiatives. The comdction 
that, entrepreneurship needs to be nurtured dirough 
proactive initiatives, demand an active role of 
promotion. Enti epreneurship education iuid training 
should be pkuined iuid implemented. One of the 
key institutional structures needed at diis stage is 
of finance. Hence, the role of micro finance and 
venture capitif. 

A key concern in a growtli context is tlie susfcunability 
of enterprises. Therefore, in order to ensure diis, 
an en\'ironnient of continuous flow of business 
develo5)nient sendees (BDS) iuid technology need to 
be ensiu'ed. This also demands, adviuiced financial 
intermediation which caters to these emerging 
needs. 

6.2. Functional Areas 

As enterprise development initiatives themselves 
emerge out of the demand for enterprises in the 



economy, institutional initiatives in this iu'ea also 
iue market-determined. The market opportunities 
available for such institutional initiatives have 
resulted in a particular institutional structure, an 
understanding of which should be usef ul functioned 
areas are, more concrete operationiil areas which 
are measurable iuid conipiirable. They are also vital 
areas in which the performance of various actors in 
enterprise development ciui be conipiu ed iind acted 
upon. The key functional areas in an enterprise 
development agenda are die following: 

6.2. 7. Research and Policy Support 

For shaping the policy environment, as also the 
participation of viuious actors, public policy has a key 
role. Policy does not emerge in a thin environment. 
On the contrary, various influences contribute, 
either i)ositively or negatively, to the 5)olicy process. 
Research and policy support, invohdng both the 
public agencies and die private actors, play a key 
role in shaping these processes. Public policy, in a 
pjuticuku" context, emerges out of an understanding 
of the situation at the piirticular point of time. It 
can undergo changes over time. Besides, these 
changes iu'e fine- tuned by internal evaluation or 
by externally directed research work. In the Indiiui 
context, though SMEs is a badly neglected area of 
investigation, tiiere are research contributions from 
a few organizations which have helped to restmcture 
or fine -tune die existing prognuns. 

In the tvvo highly interrelated areas of research 
iuid policy support, the roles of actors other tiiiui 
government, or alternatevely called 'Non-State 
actors' (NSAs), are significant. The Planning 
Commission and tiie Ministiy of MSME have some 
consultative bodies where the NSAs are involved 
in a consultative or achdsoiy role. For insfcmce, the 
VSI Division of the Planning Commission enlist 
experts and professional bodies in its Plan Working 
Groups, which deliberate on entei^jrise develojjment 
programmes iuid strategies. Similarly, the Ministiy 
of MSME has a high power consultive body, die 
MSME Boiu'd, in which sevend NSAs dre members. 
Besides, the Ministiy has a specific prognuiiiiie for 
capacity building of SME associations as well. 

Reserve Bank of India has a Standing Advisory 
Committee on SME Finance, which also has 
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been represented by NSAs. Besides, a 11 -India 
Develoi)ment Finiince Institutions, such as SIDBI 
and NABARD, also have advisory committees 
in which NSAs are represented. Besides, the 
Government of India, from time to time, appoint 
fact-finding Committees, in which, representatives 
of NSAs are accomodated. 

Unlike in niiuiy other States, Government of Gujiirat, 
and its various agencies for industrial promotion, 
such as the GIDC,have a proactive approach to 
informed decision making, and as such, initiates 
several studies relating to aspects of enterprise 
promotion.These studies ,from time to time, have 
been initiated witii the active participation of viirious 
academic institutions and professional agencies. 
Gujarat is the first State in the countiy to appreciate 
and act on the relevance of a concept of a Small 
Enterprise Obsen'atoiy, and to commission a State 
MSME Report under such a platform. 

6.2.2. Lobbying/ Advocacy 

Resejuch inputs pro\'ide the nutrient for lobb^dng 
activities in favor of the MSME sector. On the 
other hand, lobbying by itself, may also necessitate 
reseiu'ch work. However, enlightened lobbying is a 
neglected area in the Indian emdronment. In the 
USA, on the other hand, there is a formiil platform: 
tiie Office of Advocacy. Wliile the Office of the 
Development Commissioner (MSME) performs 
some initiatives in this iu'ea, die backbone of lobbying 
acti\'it\', if any, is with the SME Associations. While 
research forms the nutiient for advocacy, there is 
neither iiny forniiil platforms, nor iiny programmes 
to support this. In fact, research by the Ministry 
is geared to post-evaluation, rather than for 
development of progiammes. While independent 
reseiu'ch tiike place in some research institutions 
and University departments, they emerge from the 
specific interest of those institutions, rather than by 
public promotioniil initiatives. 

Scientific advocacy platforms for the MSME sector 
widiin tire government is a practice prevident in some 
countiies today .The ratiomde is diat,in die monolithic 
government machineiy, the interests of the MSME 
sector are often relegated to the background.lt 
is important that these concerns are scientifically 
articulated and brought into the forefront of the 



I)ublic policy space. Two good examples are the 
U.S. Sniidl Business Administration, and the Social 
Enterprise Policy of the UK government.In USA. 

The Vibnmt Gujarat initiative of the Government 
of Gujarat has a built-in mechanism to promote 
scientific advocacy within the Government. Wliile 
ecli Government Department/agency has the 
responsibility of takeing care of a particular 
portfbloio within Vibriuit GujiU'at,tlie interests of 
the MSME sector iU'e best protected, though in iui 
indirect manner. 

6.2.3.Entrepreneurship Education 

The \'iew point that ti iiining iuid mentoring can lead 
to entrepreneursliip has brought in entrepreneurship 
education and triiiningas active areas of interest. This 
dirust has emerged largely in the context of educated 
unemployed, where such inten-entions m e expected 
to draw sizable numbers of people into die sti'eiim of 
enti'epreneursliip. A corolkuy of diis thinking is that, 
the mainstrejiming of entrepreneurship education 
will mould several young people into the strejim of 
entrepreneurship. Entrepreneurship education in 
India has two streams: 

6.2.3. 7. Supply-side education Programmes: 

This categoiy of programmes has emerged from 
the perception that, the curriculum, as it prevails in 
the countn', is iiiadecjuate, iuid it does not ecjuip the 
students for any vocation other than jobs. Hence, 
the programme of entrepreneurship education was 
kick started m die 1980s by tiie IITs and die IIMs. 
Another thinking that came into prominence in 
the 197()s was, entrepreiieursliii) training for the 
educated unemployed. Despite tiie good intentions, 
these programmes still remain of a supply- side 
natur e, with much less foUow up initiatives. 

6.2.3.2. Demand-driven Programmes: 

The mushrooming private engineering colleges 
iuid niiuiagement Institutions in the countiy have 
enti epreiieurship as part of their curriculum today. 
This essentially helps these institutions to find 
business, rather thiui niidiing any contribution to 
entrepreneurship education as such. 
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The key problem relating to entrepreneurship 
education in the country is the lack of an integrated 
approach, where, entrepreneurship education and 
triiining iire properly integi ated with a concrete labour 
market policy. Unlike in miuiy other industriiilized 
countries, this is one area in which, India has to go 
foi-ward with a clear \'ision imd strategies . 

6.2.4. Technology 

Many early developing countries are considered 
as technology' starved economies; thus came the 
arguments for enhiinced technology imports. While 
at every stage of enterfjrise development, technology 
has a significiuitrole, its relevjuice is much greater in 
a scaling up stage. More recently, there has been an 
integrated \'iew of technology development and its 
diffusion in the countr\'. The efforts of the"Nationiil 
Manufacturing Competitiveness Council" has 
contributed to the cultivation of such an integrated 
view. A coroUaiT of technology develo5)ment and 
manufacturing competitiveness is the focus on skill 
development. The Eleventh Five Year Plan gave a 
special thrust on skill develojjment iind vocational 
ti'iiining iuid to enhiuice the skill base of tire economy 
(Gol, 2006). The thrust continues in the Twelfth 
Five Year Pkm iilso. 

6.2.5. Business Development Services 

Business development services (BDS) is a 
comprehensive term, which covers viirious stages 
of enterprise development, from grooming of 
enterprises up to the scaling-up. However, it is more 
appropriate imd releviint to the context of enterprise 
growth. The term BDS is more significant today in 
tiie context of development of industriid clusters. 
Clusters belong to a 'collective efficiency model', 
where several interventions, invohdng diversified 
skills, are recjuired to enhance their efficiency levels. 
Where skill- base of such a diversified nature is not 
aviiilable with the 5)ublic agencies today, NSAs can 
contribute much in this regard. 

Most NSAs, given their culture and exposure, 
have only piece meal skills today. Contextujilizing 
such skills demand two things: 1) polishing the 
skill - base; iuid 2) pro\iding tirem opportunities to 
work with public programmes. Wlrile die fomier 



ciin be achieved through offering relevimt tniining 
opportunities, the latter demiuids the nurturing of 
a serious model of public -private partnership for 
enterprise development. There is need for a Mission 
mode inten'ention in this regiu'd. 

6.2.6. Finance 

A limited access to finance is often considered a 
major constriiint in enterprise development. Hence 
the iugument for finance as the key to enterprise 
development. There is often a misconception 
regarding the role of such access to finance, and 
therefore, many people fail to distinguish between 
micro credit and micro fiiijuice. Wliile tiie focus 
of tire former is "credit only senices", rather thiui 
"credit plus senices", the latter covers sevend idter- 
credit senices, including the so called BDS. 

With the emergence of microfiiiiuice movement, 
the key (juestion is not the availability of fiiiiince or 
not, but the t\npe of fiiiimce that is available. Wlrile 
'fmanciid inclusion' is the catch word of the day, and 
the flow of finance has significantly improved in the 
countiT through viuious inten'entionist measures, 
die mismatch between fiiiiince per se, dnd die supply 
of bankable projects still remain an area of serious 
concern. It is tire non-govemntal, which should play 
a key role in pro\iding the missing link. 

The last t^vo decades have witnessed a mushrooming 
of micro fiiijuice initiatives in the countn'. Wlrile 
micro finance is only an intermediate stage in 
initiating livelihood programmes, capacity creation, 
wirich is a vital link behveen the two, is still not up 
to a desirable extent in the countn'. The juea of 
BDS, desi)ite significiuit highlights by the donors, 
is a significantly neglected area in the country. 
Organizing the poor under SHGs is not the sole 
purpose of micro finance; such organization should 
help them to run economic activities in a sustained 
manner. 

7.0. Human Resource Management 

In the enteri)iise development cycle, as above, there 
iire viirious stages through which huniiui resources get 
shaped into direct actors, either as entrepreneurs or 
as workers. The development practitioners and the 
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planners have different approaches to deal with the 
problem. But a synergy of these two approaches is 
vital for a healthy enterprise development agenda. 

7. 7 . Development Practitioner's Approach 

In die initial stiiges, most SMEs ai'e single -individual 
driven. At a time when he finds that the need for 
expansion and diversification demands more hiinds, 
he looks at additional hands that are capable of 
perfonning particular functions. It is this particular 
transformation, that Charles Babbage, Father of 
Modern Computing, describes as die infinite dixdsion 
of labour. In SMEs, the Babbage Principle operates 
in a distinct manner. Unlike in large enterprises, 
SMEs often 

have the opportunitA' of using fiuiiily labour, at least 
in some of the functioiiiil iu'eas of business. Thus, 
family labour, at a time, performs a supportive 
role to the entrei)reneuriiil function. Beyond some 
level, the opportunities attached to family labour 
also vanishes, or its role is reduced, giving way to 
enhanced engagement of wage labour. In the SME 
context, it is the mix of family labour and wage 
labour, together, that makes its human resource 
panorama, iuid of the lower layer of die enterprise 
ecosystem in genenil. 

A relatively i)olarized and advanced division of 
human resources into labour and capital, inii)lies 
a viuietj' of issues relating to labour use, which has 
often been discussed by labour economists. Though 
such discussions iire often found in the context of 
large businesses, for SMEs, this still remains an 
area to be explored. This is mainly for the reason 
that, SMEs iu'e often \'iewed in terms of their social 
role of employment promotion, and much less on 
tlieir economic role of viilue creation and growth. 
A focus on die latter role would necessarily bring to 
light, their constriiints as economic entities. This will 
also help diem to iirrive at operatioiiidly meaiiiiiglul 
strategies that iire relevant to die context of ensuring 
competitivene s s . 

7.2. Between Growth and Employment: 

The Macro Context of Entrepreneurship 

While die development practitioner's approach to 
enterprise and entrepreneurship is clearly focused. 



that of the macro economist is relatively complex 
and difficult. The Twelfth Five Year Plan has a basic 
strategy triangle, in which the aspects of growth, 
iiiclusiveiiess juid sustiiinabilitN^ are brought in, in a 
mutually re-enforcing manner. The scheme of the 
Plan olfers greater opportunities of gi'owtli of the 
economy. But the recent experience, if diey are 
iuiy indication, the prospects need to be examined 
more careluUy. 

India's growth trajectory over the last decade has 
thrown up a direct link between capitid flows and 
GDP expansion. While domestic consumption 
is a big growth booster, nearly 20 per cent of 
the country's growth has been fuelled by capital 
flows-botli portfolio and foreign direct investment 
(FDD. 

7.2.1. Skill Gap 

Wliile the growth belia\'ior is complex, some of 
the pre-conditions of growth also show dn adverse 
picture. Even for the present level of growtli, there 
is a serious gap of huniiui resources (Bhupta. M, 
2012). According to some estimates, an estimated 
83 millions in the countiy's labour force are eitfier 
unemployable or iiiadecjuately skilled. It has idso 
been estimated that this number would increase 
by approximately 13 millions every year, unless 
the skill development initiatives help to reduce 
this figure. India has added an estimated 1. 14 
million jobs in the year 2012. However, the net 
employment expansion over the past five years was 
only a million jobs; die differential is of the order of 
22 million jobs. Skill development initiatives have 
been suggested as the way out. A (juadrui)ling of 
vocational training capacities from the present 3. 1 
million to 12.8 million has been advocated. The 
question of skill d'aining has often been advocated 
in the context of the organized sector. Wliat about 
skill formation in the unorganized sectors? In 
some of the sectors skills completely vanish due 
to lack of market incentives, though there are 
viuious government schemes to address this issue. 
In liandloom, for instiuice, there is a tendency of 
skills simply viuiishing, and the liandloom workers 
simply moving to other remunerative eniploTOieiit 
opportunities. The younger geiieratioiido not get 
attracted to the low paying liandloom jobs. This is 
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a much wider (juestion of policy distortions. While 
the Natioiiiil Miinufacturing Policy speiiks of several 
initiatives for technologA' up gradation jmd pro\'iding 
linkages between tlie small and large sectors, it does 
not give due attention to the sjjecific problems of the 
unorganized sector. 

There is a unicjue logiciil setting agiiinst which, the 
National Miuiufacturing Policy can be meiuiingfully 
put to the context of MSMEs in the country. 
This specific context is the relatively high size of 
manufacturing MSMEs in the country'. 

7.2.2. 'Opportunity De-investment': 
a New Nomenclature 

While most cound'ies of tlie world today, reeling 
under recession, witness a phenomenon of enhiinced 
self-employment, and governments attempt to 
promote it, tlie Indiiui stor\' is something different. 
A variety of macro level iuid regional factors have 
turned the Indiiin experience into a dif ferent mould. 
More and more of self-employed opt for wage 
labour, a phenomenon which is not \'isible in most 
parts of the world. The perceived necessity on the 
pmt of unemployed people to become self-employed 
is on the decline , as the booming economy is facing a 
serious skill shoitige. In fact, in India tire 66tli Round 
of the NSSO has shown a significant decline in self- 
employment. A recent study by Gerniiui resear chers 
on the Indian experience, tries to emj)irically 
examine how regioniil socio-economic differences 
increase or decrease the chances that individmils will 
transition from employment to self-employment. 
The results demonstrate that, regional level 
factors (self-emploTOient rates iuid unemploTOient 
rates) have a substantial greater marginal effect 
on transition from wage em})loyment to self- 
employment, than do indi\'iduiil level factors. This 
finding is contriuy to the traditional Schumpeterian 



perception on entrepreneurship. Their results 
substantiate earlier studies such as, Acs, Audretsch 
and Evans (1994) that highlight a necessity-driven 
"recession-push" hypothesis. It implies drat 'necessity 
entrepreneurship', as revealed by recent empirical 
studies, is dominant in emerging economies, 
whereas. Opportunity Entrepreneurship is more 
prevalent in developed economies (Wennekers et 
id. 2005). India's experience however, is unicjue. The 
necessitA' for expansion of its entrepreneurship base 
is yet to be iirticulated at die policy level. Besides, the 
opportunities throwii up (by a growing economy )do 
not get translated into entrepreneurial dynamism, 
essentially because of policy distortions, such as the 
too populist welfare programmes. 

Modeling of rural skills is a difficult area. But 
scientific attempts in the iu'ea should visualise long- 
mn impacts. The traditional approach of viewing the 
citizen as "beneficiiir\'" of a particular government 
programme, need to chiinge. The policy approach 
need to be ,how to unleash tire potentiid of each of 
diese sub categories of people. It would be worthwhde 
to think of adapting new mapping models, to such 
specific cases. There can also be iui extension of the 
methodology adopted for the Handloom Census, 
on a more scientific footing. A greater linkage in the 
formal sector iuid fostering vidue chains is important 
for the veiy sunivid of the unorganized sector. But 
it is also importiuit to protect tire IPR, which is vital 
in the whole process. While there has been too 
much focus on skill-gap and labour shortage in the 
orgjmized sectors, the situation in agriculture has 
not been properly explored. In fact, the problems 
of the agricultural sector dnd that of MSMEs, iu'e 
co-tenninus and mutuidly re-enforcing. 

The National Rural Employinent Guanmtee Act 
provides fuel to the serious labour shortage in tire 
agricultural sector. As a result of readily avidlable 



' Manufacturing capability Mapping: Gujarat's Imperative \ 

According to the Fourth Census of MSMEs, 67.1 per cent of idl units in the sector are miuiufacturing 
establishments. The key (juestion in this context should be, how to enhance their capabilities 
Data avidlable from viirious sidi-sectors indicate that the manidacturing cajjability in this sector if 
progressively declining, both at die cluster level, as idso in specific sub-sectors. It is importiuit to 
distinguish, beyond macro figures, die miuiufacturing capability of the MSME sector. An exercise in 
/capability mapping' should be grounded on a base level 'Locid Level Skill Mapi)ing' for the State., 
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work of labourers under NREGA schemes, fiu'in 
work is suffering. Availability of farm workers has 
been seriously affected, leading to enhimced crave 
for mechiuiization. Wlrile tire kirge farmers iilone 
can afford it, this would lead to a disappeanurce of 
small and miu'ginal farmers iind of consolidation of 
agricultural land. This is essentially a (juestion of 
policy distortion. In fact, the basic logic of the rural 
labour market need to be put in order to ensure 
the veiy sundvjil of MSMEs and marginjil fiu'mers, 
unless there is a cjuiuitum jump of productivity in 
tlie large sectors. 

The rationale for SMEs in develojjing countries 
has traditionally been built ujjon the theory of" 
unlimited supplies of labour".This theor\' is based 
on the concept of 'labour in die absti'act', i.e., surplus 
labour, irrespective of its (juiilit)', which is ecjuiilly 
likely to be employed, given the wage rate. The 
above theor\', while assumes intern;il migration as 
a variable, does not consider die role of external 
migration. Being at a higher stage of growth, India 
in general faces the problem of enhanced labour 
attrition. The findings of field reseiuxh by ISED 
in viu ious parts of the country indicate that diis is a 
serious problem in miuiy sub sectors. These findings 
have been furdrer validated by the stake holder 
consultations held in 1 9 centres of the country under 
India MSME Dai shan 201 1 . 

8.0. Choice of Entrepreneurship 

Percei\'ing entrepreneurship as a vocation, just like 
wage empknment, and ecjuipping novices into that 
stream through structured strategies, is a new line of 
thinking in develoi)ment practice. Wlrile strategies 
deniiuid the presence of well-defined concepts and 
entities, there has been attempts to define particular 
social groups/categories on the basis of their 
entrepreneurial potentiid. While this is essentiidly 
a promotion-oriented approach, macro level policy 
also has increasingly adopted this approach and 
associated tools. 

To be an enti'epreneur, itself is a key 'labour miu'ket' 
issue in niiiny developing countries, as idso in India. 
There is mostly a social premium for 'jobs' than for 
entrepreneurship in many parts of the countiy, and 
naturally, SME entrepreneurs end up as a group 



of people who cannot find idternative emploTOient 
opportunities . Wlrile this is the i)attern obsen'ed 
on the supply side, the demand side also indicates 
a simiku" beha\'iour pattern. Government perceives 
the need for new entrepreneurs, as agents of new 
employment and incomes. Hence, it supports 
mentoring and entrepreneurship development 
initiatives, though often with doubtful results. The 
whole exercise, brings us to the area of targeting 
prognunmes. This is because, tiirgeted programmes 
lead to more visible results. 

9.0. Human Resources: The Macro Setting 

The Employment Trends Survey of ILO has 
come at with an alarming scene of emploTOient 
that developed. The challenge of a jobs recovery in 
I)iuticidiU' draws attention to the difticidt situation 
of youth, with figures showing young people 
ha\'ing been hit hardest by the crisis. The impact 
on developed economies such as the EU is made 
appju'ent by figures showirrg tiiat ,5,5% of tire increase 
in global unemploTOient behveen 2007 jmd 2010 
occurred in the develojjed economies iuid Europeiui 
Union regiorr, despite the regiorr only accounting for 
1,5% of the world's labour force. When this ariidysis 
is restricted to youth aged 1,5-24, the picture is even 
bleidier: the region accounts for only 10 per cent of 
dre globid youth labour force, but for over 72 % of 
the total increase in global youth unemployment. 

Youth unemployment in the EU now stands at 
record level of 21%. Moreover, die report underlines 
that labour force participation among youth was 
strongly affected by die crisis: more than a million 
young people have disappeiued from the labour 
market. These discouraged young people are not 
counted iunong the unemployed because they jue 
not actively seeking work - meiuiing reality is even 
bleaker than what the figures suggest. The Europejui 
Youth Forum finds die figures showing declining 
youth participation in the job market especially 
worrying. The Forum believes that there ciinnot 
be a competitive, inclusive iind sociidly sustiunable 
labour market in Europe unless it is ensured that 
young 5)eo5)le are an active part of it. Instead of a 
problem, the energy iuid d>Triuiiisrii of youdi ciui be a 
solution, helping to drive Europe towards economic 
recovery. The EmploTOientin Europe 2010 Report 
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highlights how young people have especially heen 
bearing the brunt of the crisis, with unemployment 
disproportionately hitting 1,5-24 year olds and 
reaching over 30% in some countries. 

The European Commission's 'Employment in 
Europe' annual publication has sen ed as one of the 
main tools in sup])orting Member States in analysis, 
formulation and implementation of employment 
policy. Last year's edition naturally focuses on 
the effects of the onset of the economic crisis. In 
an aniilysis of both EU and Member State policy 
aimed at mitigating the effects of the crisis and 
supporting recovery, the report highlights the need 
to reduce segmentation in labour miu'kets in order 
to improve the job situation of young people. The 
Europeim Youtli Forum notes that, importiuitly, the 
report highlights that all too miiny young people iire 
experiencing difficulties in the transitional period 
from Education to Empkmnent. The Forum has, for 
some time, put fonvard a clear list of priorities and 
policy actions upon which it calls EU Member States 
to act in order to minimise the effects of the crisis 
when it comes to young people's entrance into the 
labour market, as well as decent working conditions 
for young people. The European Youth Fomm sees 
it as hugely worndng that the report stresses that it 
might be some time before there is a clear upswing 
of jobs for young people in Europe. 

In most developing countries, as also in India, 
structural rigidities still contribute to youth 
unemplo\inent as a major 5)roblem. 

Macro policy, in most countries, is not cleiu" on how 
to utilize the so ciilled "surplus labour". In niiiny of 
the developed countries, where the sociiil security 
system is most advanced, there exist a labour market 
policy which constantly monitors changes in the 
labour market. These countries also have effective 
corrective mechanisms relating to emploTOient. 

10.0. Entrepreneurship Development 
Gujarat 

Recognizing that a quantitative increase in tlie number 
of entrepreneurs and a qualitative improvement in 
entrepreneurship could considerably accelerate the 
industrial, and thereby, economic development, 
the Industrial Development Corporations first 



thought of developing small entrepreneurs in a 
systemic manner long back in 1969. In the year 
1970 a small Cell was created within GIIC to 
impart entrepreneurship tniining. The pioneering 
step at the national turned out to be a phenomenal 
success. Later on, over a period of nine years, 
80 Entrepreneurship Development Programmes 
(EDPs) were conducted and over 50% after 
completing the ti'aining successfully set up their own 
industrial ventures. 

Enthused by die above success in bringing about a 
perceptible chiuige in public perceptions, tlie Gujiu at 
Corporations togetlier with the State Government set 
up in May, 1 979, iui independent body- The Centre 
for Enterpreneurship Development (CED). In order 
to strike a deep and long lasting impact on the State's 
economy, CED has consbmtly been on iui innovating 
spree, consistently coming out with imaginative 
programs aimed at specified tiu'get groups. 

Entrepreneurship Development Training 
Programmes were sbuted initi;illy under iui EDP Cell 
within GIIC, and later on the CED was established. 
In 1 982, CED came up witli a unique combination of 
ti iiiningin specific industrial skills iuid the concept of 
entrepreneurship development was targeted at tribiil 
and scheduled caste candidates (prioritA' sector). 
Entrei)reneurship develojjment in the next year 
tiu'geted in Zero Industry specified iu'eas/locations 
for uplif ting of ruriil youth. Special purpose EDPs 
were designed for Science iuid Technology graduates 
in 1983, iuid on behest of the Government of India, 
CED conducted first such EDP in die country' iuid 
thus set mile stone. Looking at the overwhelming 
success in EDP for Science and technology in 
Gujarat, similar module of EDPs were replicated 
natioriidly. 

Management Appreciation Programmes were 
launched in 1984 for existing entrepreneurs to 
enrich and empower the entrepreneurs on modern 
management tecliriicjues. To sow the seeds of 
entrepreneurship right from schooling days and 
budding, grooming and nurturing with the thought 
of entrepreneurship, CED started conducting 
Entr'epreneurship Awareness Programmes (LAP) 
at Schools/ITIs,/Colleges iuid other educationid and 
training institutes in GujiU'at. Entrepreneurship as a 
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subject, is now being taught in HSC/Polytechnics / 
BE/ B.Tech / B. Schools in the State. 

CED conducts need based Human Resource 
Develoi)ment Programmes for academic, industry 
imd business grouj) piu ticipiints to excel in their work 
performance iuid aptitude. CED has successfully 
tnuisformed the message of entrej^reneurship to die 
nook and corner of Gujarat. 

1 1 .0. The' Resource Approach' to People 

There is a view that the unsatisfactoiy growth of 
employment in India's organized niiuiufacturing is 
primarily due to labour miU'ket rigidities. A report 
of the World Biuik (2010) notes tliat, by imposing 
excess rigidity in the formed manufacturing labour 
market, labour regulation has created disincentives 
for employers to create jobs. The report presents iui 
estimate, according to which, die Iiidustiiid Disputes 
Act has caused about three million less jobs to be 
created in formal sector manufacturing. There is, 
however, a divergent \'iew on whetiier the Indian 
industrial firms have actually been facing strong 
labour regidations. Nagaraj (2007) has (juestioned 
the hypothesis that labour market rigidities are 
holding up industrial growth. According to him, the 
fine print of exemptions and loopholes built into 
the labour laws provide sufficient flexibilities to the 
industriid firms. 

The rate of growth in organized manufacturing 
employment shows a pattern that suggests that job 
creation in organsed manufacturing in different 
Indiiui states may be positively related to die extent of 
labour forms undertaken. Tiddiig the top five stiites 
in terms of labour reforms index, the growth rate of 
employment in the in the orgiuiised manufacturing 
achieved by these five states combined is found to 
be 7.5% per annum. Taking the bottom five states 
in terms of labour reforms index, the corresponding 



figure is 3.7% per annum. This is consistent with die 
idea that labour reforms undertidien by the stiites 
had a favourable impact on growth of iiidustiial 
employment. It may be added that the correlation 
coefficient between the labour reforms index iuid 
emploviiient elasticity' is 0.35, iuid it Aiidhra Pradesh 
is dropped tiie correlation coefficient increase to 
0.46, which is staticidly sigiiificiint. It seems, theref ore, 
reasonable to argue that the substantial increase in 
the organized niiuiufacturiiig eniploTOieiit that has 
tidieii place since 2003 is traceable to a large extent 
to the labour market reforms that Indian states have 
undertidien. 

Among developing countries, die Brazilian tlimst 
on youth employment has recently gained some 
inteniatiomd attention. Bnizil has recentiy iumounced 
its commitment to volunteer as a lead Countiy of the 
Youth Enipk)ynieiit Network (YEN), in co-operation 
with the ILO. Bnizil joins Senegal, Namibia, Eg\^)t, 
Sri Liuika, Indonesia, Hungiuy, and Azerbaijiui, in 
preparing natioiiid ways: The ILO provides techiiicid 
cooperation support for Bnizd's Primeiro Eniprego 
(First) programme as a complement to the acti\ities 
of the other YEN i)artners, the World 

Biuik and the United Nations, which idso support 
Primeiro Eniprego. The progrjuiime hopes to create 
2(50,000 jobs for youth (1(5-24), mid to benefit at 
least 600,000 more with vocationid tridning coiu'ses 
and assistance in setting up micro-businesses or 
cooperatives. The ILO is also expected to develop 
a vocatioiiid training programme aimed at improving 
the employability of young black women from 
five quilonibos communities which represent 
descendants of runway slave communities from die 
colonial i)eriod in Bnizil. 

Since iidd-1980s, most of the OECD countries have 
focused their attention on better employability of 
die youdi through active labour niiu'ket policies. For 



The Brazilian Story on Promotional Agencies 

For many businesses, innovation is about risk taking — essential, but risky. According to 
tlieBrazilian entrepreneur Ricardo Sender: "a turtie may live for hundreds of years because itis 
well protected by its shell, but it only moves foi'Wiii'd when it sticks out its head". Not oiilydo I 
want small businesses to stick out their heads, but also for die Sniidl Business Seniceaiid all its 
counteqiarts to stick out their own heads as well." 
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instance, in DenmiU'k, a policy was initiated in 1994, 
by which, those failing to find a job during the lirst 
two yeiirs of unemployment, passed into a process 
by which tliey had both a right jmd a dutj' to accept a 
training for the long -time unemployed, as follows: 

Ordinary Job- training, giving access to a wage 
subsidy, lor the unemi)loyed who are, inlact, 
employable for ordiniUT work in private firms or in 
die public sector; 

Indiwluiil job- ti'iiining, for drose who ciumot become 
employed under normal conditions. Indi\'iduiil job- 
training may tiike place in private firms or in the 
public sector (normiilly in the municipiilities) 

Education, (including educational leave for the 
unemployed) with or without a subsidy Irom the 
labour nijuket authorities. 

Both education iuid job training activate the work 
lorce, and subsecjuently lower the unemployed. 
In Italy, a programme ol support to youth 
entrepreneurial acti\'ity was initiated in 1986 under 
die supen ision ol a public Development Compjmy. 
Such initiatives have helped to gain an adecjuate 
understanding ol the i)otential benefits ol youth 
entiepreneurship as a me^ms ol improving youth 
livelihood, and enhanced and ensured to miiintain 
youth as a live force in economic development, 
rather tliiin as disgruntled elements. 

In Germany there is a dual system ol vocationid 
training which highlights the labour market policy 
ol the Germiui government. The ium of vocational 
ti'aining in die dual system is to lay a broad based 
foundation lor vocational training and to ecjuip 
young people with the skills and competency 
necessary to perform a skilled occupation Irom 
the changing world ol work. Successful conifjletion 
ol an apprenticeship is a prerecjuisite lor skilled 
employment in one ol the ai)i)roximately 340 state 
recognized occupations requiring formal training. 
(VIBB 2008) 

77.7. Entrepreneurship Education 

The most crucial problem ol economic devek)pment 
is to provide emploTOient opportunities to the going 
people. The youdi, in any economy, is considered as 



ollering significant potentiid, in addition to die threat 
ol negative consecjuences they oiler. Therefore, 
creation ol employment opportunities, as also 
enhancement ol their employabilitA^ is cruciid in the 
agenda ol development policy in iuiy countiy. 

The (juestion ol employabilit)' is addressed in terms 
ol tvvo lorms ol inten'ention: (a) skill generation ; 
iuid (b) entiepreneurship development. These two 
iu'eas are often considered as mutually exclusive, but 
in practice, they are not. 

7 7.2. Skill Training 

It has been estimated that India will face huge skills 
gap in some job categories due to low employability 
over tire next 20 yeiirs and idso wiu ned ol a looming 
globid labour crisis. Despite high unemployment, the 
globid economy has entered a decade ol unpiiridleled 
talent scarcity. II lelt unaddressed, it will put a 
brake on economic growdi in botii developed and 
developing countries. 

A re] )oit ol die World Economic Fonnii demonsti'ates 
the magnitude ol an impending globid labour crisis 
by iuiidysing talent shortages across 22 countries iuid 
12 industiy sectors iind argues that tident mobility 
can stimulate economies in both developed and 
developing countries. The workforces ol India iuid 
Brazil will grow by more thiui 200 million people 
over the next bvo decades. By 2030, the develojjed 
world will need millions ol new employees to sustiun 
economic growth. Ol these, the United States will 
need 26 million employees, iind Western Europe 
will need 46 million employees. 

The global population ol 60 yeiirs and older will 
exceed that ol 1,5-years-old or younger for the lirst 
time in lustory by 2050. But, die tident crisis will stiut 
much sooner. Barring technologicid breiditliroughs, 
the United States, for example, will need to add 26 
million workers to its talent pool by 2030 to sustjun 
the average economic growth of the two past decades, 
the report reiterated. Today's high unemploTOient 
rates mask longer-term talent shortages that may 
idlect both developing and developed countries for 
decades. 

In most developing countries — not affected by 
demographic shifts — strong economic growth iuid 
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the limited employabilit)' of tlie workf orce rail lead 
to large skills gaps in some job categories. Nations 
and industries will be particularly cliJillenged by the 
shortages of highly skilled tiilent. In today's global 
and fast-changing business emdronment, access to 
highly skilled people — not just toj) talent, but also 
people who possess essential expertise — is crucial 
to succeed and grow. Some industries, such as 
business sendees, IT and construction, are likely 
to experience significant skills gaps, regardless of 
geography. At the sjune time, certiiin countries, such 
as Japan, Russia iuid Germany, will face shortages of 
highly skilled employees in many industries. 

Increasing the mobility' among countries will be a 
key pjut of die solution. Contrar\' to conventional 
wisdom, greater mobility ciui benefit not only nations 
that receive talent, but also sending countries, 
especially huge ones such as India. Countries need 
to prep;u e for demographic slufts jmd a fast-chiuiging 
labour niiuket emdronment by defining adecjuate 
education and migration policies. 

There is a huge disparity between educational 
system and the demands of the industiy. This is 
the root cause of the skills problem in the Indian 
labour market. The problem can be tiickled by a 
combined initiative from the government as well as 
private sector i)articipation. The role and potential 
of the 5)rivate sector both in education and skill 
generation need close examination. However, 
education still remiiins the most stiffling element on 
the road to skill development. There is shortage of 
capacity in the Indiiin educational system, besides 
die (jualitA' of education. There is a crAing need for 
a closer interface between industiy iuid vocational 
ti'aining. Industiy should tiike leadership in skills 
training, (jualificatioii and assessment as is the case 
in developed countries. This strategy is pertinent 
if training had to deliver job-level skills in an 
increasingly globalised world. 

12.0. Entrepreneurship Development 
72. 7. Institutions and their Role 

The values and practices of pure research— 
discoveiy, originality,', innovation— iire the highest 
expression of American university learning. 
Entrepreneurship implements innovation. It is the 



I)rocess that triuisforms discoveiy and innovation 
into enterprises that generate value. In so doing, 
entrepreneurship yields improvement of goods, 
services, iuid institutions that Jiffects large numbers 
of people. Eiitrei)reiieursliip's defining tniit is the 
creation of a novel enterprise that the market is 
willing to adopt. 

The common interest in creativity imd originality 
binds enti'epreneurship and higher education to one 
another. Therefore, entrepreneurship should be 
both a legitimate subject in American undergraduate 
education and a pervasive approach to learning 
and to the management of universities. Business 
is piirt of society,' and reflects its values. The veiy 
ordinariness of entrepreneurship in American 
commerce suggests that our society prizes origiiiiility 
and improvement, iuid the human traits that enable 
both. Thus, entrepreneurship tnuiscends business 
practice. It is a distinctive kind of huniiui agency 
that derives from business but ciui oi)erate in iiny 
realm of human endeavor. Entiepreneurship idso is 
a basic exercise in social responsibility. To suppress 
or constrain innovation dnd improvement— iuid dieir 
implementation— ignores a society's needs iuid WcUits, 
holds it back, and diminishes its future. In the above 
context, the experience of the institutionalization of 
the entrepreneurship movement in India demands 
closer exiuniiiatioii. Apjirt from the broadbasing of die 
institutioiiid base of entrepreneurship development 
in India, die content of such inten'eiitions still reiiiiun 
much to be desired for various reasons: First, there 
is lack of clarity at the policy level, regiirdiiig die 
role of entrepreneurship in die growtii agenda of 
the countiy. 

Who iire the entrepreneurs that need to be targeted 
in a growth agenda-the corporate sector, the SMEs, 
the micros? Every state Government has its own 
vision of entrepreneurship development. But 
programmes are designed at the national level, 
and resources for tiieir implementation as well. 
The actual practice with the States iuid the various 
ED institutions is to utilize such resources, and 
implement programmes without any co ordination. 
Secondly, entrepreneurship devek)pnieiit initiatives, 
being relatively abstract, need to be made concrete 
and visible. This operational aspect has not been 
adecjuately taken care of .Mechanisms are not 
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To Be an Entrepreneur or Not to Be 

Wliile the need for development ol entre])reneurslii]) is widely accepted both in developed iind 
developing countries, the factors influencing tlie choice of an individual to be an entrepreneur 
(or not to be), has been least explored. In India, the findings of the NSSO 66th Round Report, 
brings to the limelight this importiuit issue. The Report shows that, a significant number of 
people in ti'aditional occupations, knoTOi generically as 'selfempknment', iu'e mo\'ing out of such 
occupations. Wliere do they go? On the other hiuid, enti'epreneurship development through 
start-up programmes are veiy much central to the agenda of public promotional programmes in 
the MSME sector. Wlio are the i)eoi)le who get attracted to such progi'ammes? What iu'e dreir 
motives? What is the role of institutions iuid programmes for stiut-ups that are mushrooming in 
the country? The academic debates relating to 'necessity entrepreneurship' versus 'opportunity 
entrepreneurship', requires detailed examination in the Indian context. 



They find that selfemploymentiuid unemploTOient 
rates decrease actual and intended tiiuisition, iuid 
the effects are at least four times greater than that of 
individual level factors. In addition, they iilso find 
tliat urban versus mnil location moderates the elfects 
of income ratios and state GDP, with the effects 
being greater in rural locations. 

In a predominantly agnuian economy, the change, 
in fact, has to happen in favour of more of nonfjum 
occupations. Contraiy to such expectations, tire 66th 
Round of the NSSO has shown a significant decline 
in self-emploTOient. Non-agricultural emploTOient 
has almost hiilved, iuid more specifically for female 
workers. This reaffirms a trend that was reported in 
the pre\ious sun'ey conducted in 2007-08. 

Another major finding of the NSSO Report 
is that, there has been a 20 per cent decline in 
seltempk)TOrent compjued to tire pre\ious five yeju s. 
This should be understood agiiinst tire fact that even 
the existing seU-emploAinent opportunities ju e often 
not \iable at iill. This decline has been \isible both 
for men and women. Regular employment has 
increased marginally for both the categories. The 
decline in unemployment, even during a period 
of very low aggregative job creation, is a paradox 
that deserves further analysis. There has been 
an enhanced substitution effect that shapes the 
course of self employment in the country today, 
which essentially leads to a unique phenomenon of 
'OppoitunitA' de-entrepreneurship'. What is visible 
in this context is not a process of entrepreneurship 
creation, but entrepreneurship destruction. 



in place, nor do the institutions practice it to a 
reasonable extent. Third, tiiere is a misconception 
previilent in the countiy, whereby enti'epreneurship 
development institutions are considered as "training 
institutions". This misconception, previilent among 
the government agencies, financial institutions, and 
the training institutions themselves, has led to the 
mushrooming ol 'all-purpose' training in the njime 
of 'entrepreneurship development'. Wlrile most of 
the mushrooming private Mimagement education 
institutions have entered die field, Entrepreneurship 
Education as a discipline, is yet to tiike roots in tire 
country. 

7 0.2. OccupationalTransition,Entrepreneurship 
and the WayForward 

Wliile public ])olicy in India, from time to time, has 
considered entrepreneurship iuid self em})loyment 
as crucial items of the policy iigenda, the actuid status 
of the siirne remain. 

Occupational transition Irom wage labour to self 
employment is genendly considered as a factor in 
develoi)ment discourses. In fact, over time, this has 
emerged as a convenient factor under globalization 
and economic reforms, where the developmental 
role of government itself got progressively eroded. 
Occupational transition, from salaried to tiie self 
employed, is an issue in developed economies, 
but is even more critical in emergingeconomies, as 
individuids' occupatiomd choices ciui diive economic 
development. Using data on3637 individuals from 
India, Wennekers et.al (2005) exiuiiine the elfect 
of regional factors onactuid juid intended transition. 
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Parker's Push-Pull Hypothesis 

Parker (2004) points out that, if high unemplo\inent results in a lack of demand for sendees 
jmd products pnndded by the self-employed, increasing their risk of bankruptcy, individuals are 
theoreticiilly pulled out of their self-emploAment, leading to a "prosperit\'-puU" iuid vice versa. 
According to Parker, the 'push- pull hypothesis' explains how self- employment behaves during 
recession iuid times of prosperity. 



Source: Pmker (2004) 

New- job creation in India has been {H'imiu ily driven 
by self-emploTOient, which accounts for hiilf of the 
totid Indiiui workforce (Ghosh iuid Chimdrashekhar 
2007). This may not be an opportunity-driven 
phenomenon, since nearly liJilf of the self-employed 
persons report that tlieir work does not provide them 
with sufficient income (Ghosh and ChandrashekliJU" 
2007). This finding supports tire well known "PiU'ker 
hypothesis". 

The i)ush-pull hyi)othesis has been substantiated 
by international data as well. An international 
comparison of small business employment by 
John Minch, Nathan Lime (2009), of the Centre 
for Economic Policy Research, concludes that, 
contrary to popular perceptions, the United Stiites 
has a much smaller sniiill business sector in terms of 
employment, than other countries, at a comjjarable 
level of economic development. They observe 
that the undersized US small business sector is 
consistent with the \iew that, high heiilthciire cost 
discourages small firm business formation. They 
also compare and pointed out that while stiut ups 
in other countries can tap into government funded 
healthciu'e systems. In USA, the risk percejjtion of 
becoming an entrepreneur is greater , because tire 
social safety nets are lower there. Since the USA 
does not provide universal heiilth care, and the free 
market for insurance is prohibitively expensive, 
many Americans who might otherwise look to 
start a business, instead, join a company for the 
tax-deductible employer- provided health benefits 
(Schmitt iuid Lime, 2009). In the US, GDP growth 
has stalled and overall employment has actually 
dipped in tlie private sector over the last ten years 
(Mandel, 2011). The recent debate on tlie subject 
throws significant light on global strategies of 
enterprise development. It also gives lessons for 
India. 



Since the global economic crisis hit, the number 
of people with jobs, in the industrialized countries, 
has been steadily decreasing. According to Statistics 
Canada's Labour Force Survey employment in 
Canada ended up growing by iuound 36,000 jobs in 
April 2009. The number of jobs in the private imd 
public sectors both declined slightly in April, but a 
surge of 37,000 newly self-employed people helped 
the employment numbers rebound. A lot of people 
iire finding it difficult to get jobs at the moment. 
There are few positions available imd even if you do 
get a job, you may (juestion how secure your position 
is. This is likely one of the reasons that people iu'e 
turning to self -employment. 

In India, the more recent developments indicate 
that, this tyj)e of an argument has become more 
reiilistic and valid. Wlrile eiuiier, public progriunmes 
of entrepreneurship development was of fered as the 
only ideiil choice for a i)erson who has no opportunity 
of wage employment, or is not willing to accept such 
employment, because of lower wages at a piirticukir 
level of skills, today, the government itself offers 
options such as, NREGA. The niiirket offers, gi'eater 
incentives for even the low skilled hands in terms 
of higher average wage rates. In the Indian context, 
even in the context of a poor insurance system, these 
alternative opportunities offer a disincentives for 
becoming im entrepreneur. 

The message that emerges from die above discussion 
is that, unless programmes such as the NREGA 
leading to a me;mingful process of asset creation 
and generation of productive employment , the 
recent trend of rising wage rates, is likely to work as 
a disincentive for the growth of entrepreneurship 
in die couiitiy.. But unlike occupational choices in 
the case of wage labour, the typical enti'epreneur has 
veiy limited choices at his disposal, because of the 
prevailing exit policy in the country, as also for the 
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cultural factors by which the enti'epreneur remains 
pegged with his occupation. The most common 
type of one-man enterprises , found significantly 
in States like Kerala, Assam and UP, have come 
into being under government programmes such as, 
Self emi)lo\inent Prognmime of the 1970s. These 
entiepreneurs today iue virtuidly subject to a low 
producti\'ity-low growth ratchet, which ciin best be 
described as iin 'entrepreneurship ratchet effect'. 
It is a matter to be show-cased that Gujarat has been 
milking iui attempt to overcome tliis dirough greater 
prognmrme synergies 

They often need a looj) in order to get out of 
such ratchet. In states like Kerala and Punjab, 
such opportunit\', though rarely, comes through 
internationiil migration. 

13.0.Perception Pyramid 

The key element of discourses on entrepreneurship 
is the concept of 'achievement motivation'. The 
term, 'achievement motivation' implies the factors 
that influence the individual's decision making 
process in relation to what he perceives to achieve. 
Different indi\'iduals have different i)erceptions on 
what they seek to achieve in life. It is this orientation 
tiiat drive him into action. 

The (juestion as to why the number of entrepreneurs 
is smaller in a countiy compared to another one, 
is essentially a (juestion of what the majority' of the 
indi\'iduiils in that country perceive to achieve. It is 
this perception that guides iin indi\'iduiil to choose a 
particular occujjation and not another one. 

On the basis of perceptions, the population in a 
country can be broadly categorized into three: 

1 ) Those who believe diat die country/ die k)cality 
offer enough of opportunities. However, the 



oi)portunities, by no means, are fixed, but 
something which he would like to choose 
iuiiong. This categoiy of indi\'iduals are ciilled 
the 'entrepreneurial class'. Though small in 
number, they are innovative and d>iiamic in 
dieir approach. 

2) A much larger categoiy of indi\'iduiils consider 
opportunities as rather blurred. The skill they 
have accjuired does not helj) them to orient 
diemselves into a pjuticular occupation. On 
the other hand, they try to grab all forms of 
opportunity, without ha\'ing focus on anyone. 
They have an opi)ortunistic i)erception on 
opportunities. For instance, <m excellent skilled 
worker, having a premium of eiirnings in the 
labour miirket, leaves the occupation as iuid 
when he gets employment as a peon in the 
government sendee. His perception is moukled 
in terms of a tiade-off between job security,' iuid 
levels of eimiings in iiltemative occupations. On 
retirement,he finds drat the earnings he could 
make during his tenure was much limited, 
the security' in life he could achieve also is 
insignificimt. 

3) For a third category of individuals, the 
perception is cleiir because of objective reasons. 
They consider occupations at home as inferior 
to occupations outside (and for that matter, 
outside tire country'). It is such perception that 
triggers migration in a developing economy. 
The three categories mentioned above, 
based on their representativeness in terms 
of numbers, depicts a pwamidal structure, 
which can be presented as follows. In the 
above pwamid, the entrejjreneurs are viewed 
as tire dyniunic agents of change. The majority 
belong to the categor\' of those who stick on to 
dieir occui)ations, either because they have iui 



Youth: The Drivers of Innovation 

A speciiil Leaders' Forum on Youth Empkmnent at the LStii Asia jmd the Pacific RegioniilMeeting 
(ARPM) of the ILO, (201 1), which opened niised the crucial issues of the previiilingmismatch 
beUveen the avjiilable skills iuid the demands of current employers and the severelack of options 
for the youth, who are left out of decision- and policy-miiking. The challenges before the youth 
were huge; close to (30 per cent of the young people in theworld lived in the Asia-Pacific region, 
which accounted for 45 i)er cent of all the unemployedon the planet 
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objective assessment of their wordi, or because 
of subjective reasons, they do not wimt to move 
out. The group in between the tvvo is Iriglrly 
volatile and they tiike decisions according to 
the opportunities. 

The structure of the i)yramid has implications 
for public policy relating to entrepreneurship 
development strategies. The majority of the 
individuals are bound by both constraints and 
opi)ortunities. Constraints and ojjportunities iire, 
to a significant extent, objective than subjective. 
Therefore, the task of policy should be to identify 
the specific nature of the objective constraints and 
tailor drem to the recjuirements of entrepreneurship 
development. However, for the mignmt category, 
entre5)reneurship is cjuite idien to their perception, 
and therefore, any programme tiirgeting them iire 
likely to fiul. This beha\'ior is visible in the case 
of return migrants and science and technology 
graduates in most i)iuts of India. Studies have showi 
that entrepreneurship development initiatives in 
both the cases have not \'ielded positive results, in 
compiuison with other categories of start- ui)s. 

14.0. Segregation of Entrepreneurship 

Wliile entrepreneurship is a significiuit iuid crucial 
resource in the development process, it isnecessary 
to have appropriate strategies for itsdevelopment. 
Strategizing entiepreneursliipdevelopment, however. 



demands, operationallymeaningful concepts 
and entities. It is in thiscontext that sub sectors 
on the basis of criteriasuch as, gender, age, and 
organizational form, become relevant. IdentifAdng 
these major sources of entrepreneurship, and 
evohdng sjjecific strategies is \'ital.This is the spirit 
of 'inclusive entiepeneuship'. 

74. 7. Youth Entrepreneurship 

The world is experiencing a serious phase of 
jobless growth. New figures released by Euro stat 
on 1st February, this year, confirm that youth 
unemploTOient remain at record levels of 2 1 % across 
the EU27. The lowest rates were obsen'ed in die 
Netherhmds (8.2%), Germany (8.6%) juid Austria 
(10.5%), and the highest in Spiun (42.8%), Slovakia 
(37.3%) iuid Lidruiuiia (3,5.3% in the third (juarter 
of 2010). 

EU Employment Commissioner Laszlo Andor 
(201 1) recently admitted that die EU is experiencing 
a "jobless recoveiy", despite signs that economies 
in some member states iire starting to recover, iui 
upturn in labour markets is still nowhere to be 
seen. Governments have to prioritise job creation, 
iuid especially tackling youth uiieniploTOieiit. The 
importiuice of the Euroi)eim Commission's flagship 
initiative "An Agenda for new skills iuid jobs", which 
is part of the EU 2020 strategy, sets out 1 3 actions 
iuniiiig to boost the EU eniploAaiieiit rate to 7,5% 
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by 2020. Most notably it highlights upgrading skills, 
improving working conditions iind job (juiility, and 
creating jobs as priorities for member states. 

According to ILO's "World of Work Report 2012, 
employment rates have increased in only 6 of 36 
advanced economies (Austria, Germany, Israel, 
Luxembourg, Malta and Pohmd) since 2007. Youth 
unemploTOient rates, however, have increased in 
about 80 per cent of advanced countries iind in two- 
tliirds of developing countries. Poverty' rates have 
increased in half of developed economies and in 
one-third of developing economies, while inecjuality 
rose in hiilf of developed countries and one-fourth 
of developing economies. On iui average, more thiui 
40 per cent of jobseekers in advjmced economies 
have been without work for more than a year. The 
majority of developing economies show a decline in 
both long-term unemploTOient and inactivitA^ rates. 
Involuntary part-time emploTOient has increased 
in bvo-thirds of adviuiced economies. Temporary 
employment has also risen in more thiui half of 
tliese economies. 

The shiire of informal emploTOient stiuids at more 
than 40 per cent in two-thirds of emerging and 
developing countries. In 26 out of the 40 countries 
for which information is available, the proportion 
of workers covered by a collective agreement 
declined between 2000 iuid 2009. 28 per cent of 
the selected group of emerging and developing 
countries implemented policies to reduce social 
benefits during the crisis compared to 65 per cent 
in advanced economies. At 19.8 per cent of GDP 
in 2010, global investment remiiins 3.1 percentage 
points lower than the historical average, with a 
more pronounced downward trend in advanced 
economies. In iill regions, investment in sniJill firms 
has been impacted disproportionately by tire global 
crisis 

The European Youth Forum recently gathered 
the opinions of youth organisations across Europe 
to respond to the Commission's initiative. In 
particular, the Youth Forum was disapi)ointed at 
tlie absence of a concrete target for lowering youth 
unemploTOient, and therefore, urges member states 
to commit to such a target in their National Reform 
Programmes. Young peojjle have the potential to 
greatly contribute to smart, sustainable and inclusive 



growth in Europe, but need an encouraging and 
reassuring policy framework to do so. The Youth 
Forum hopes the Agenda for New skills and Jobs 
can pro\'ide the basis for such a fnunework, jmd tlrus 
help empower young i)eoi)le across Europe. Thus 
youth enterprise is emerging as an area of concern 
around the world. 

Youth enterprise comprises a range of concepts 
from, at one end, die promotion of self-emplo\inent 
iuid die development of businesses through, to a 
focus on young people being 'enterprising' and 
entrepreneurial in their personal and collective 
actions. The latter usually involves cultivating diree 
important traits: 

• A readiness to embiuk on new ventures; 

• The ability to identity oppoitunities iuid to pkm, 
develop and implement plans of action; juid 

• The capacitor to work as part of a team and to 
communicate with others. 

Individual enterprise drat i)romotes self-emplo\ment 
and business ideas is seen as an employment 
option that cjm idso contribute to die regeneration 
of cvn iuea. Group or collective enterprise usually 
involves 'business-like' activities, rather than 
serious businesses. Most youth programmes work, 
in some way, to promote personal enterprise or 
entrepreneurial behaxdour in leadership roles iuid 
by encouraging a readiness to tiy out new chidlenges 
and grasp opportunities and few organizations 
working with young people have not leiirned how 
to be enterprising in seeking resources. 

India's youtir population is kuge in absolute terms. 
However, its proportion in totid population is not 
piirticukirly high either in comparison to our own. 
numbers in die immediately preceding decades, or in 
coini)iU'ison to the numbers of otiier major countries 
of the world. It is likely tirat, given the population 
trends in other countries, India may begin to acquire 
a major youth advantage a few decades hence. 

The most significant chiinge that has taken place in 
the age distribution of Indiiui population is that the 
proportion die 0-14 age group has declined by about 
6.5 percentiige i)oints, from 42 per cent in 1971 to 
about 35.5 per cent in 2001. Corresponding to this 
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decline of 6.5 percentage points in the proi)ortion 
of this younger age-group, there has been a rise of 
about 3 percentage points in the proportion of the 
young in 1,5-34 yr age group, and of about 1.5 per 
cent eacfi in tire proportion of liiglier age groups of 
35-54 yrs and aliove 55 years. 

The striking feature of die age distribution of Indian 
population is not <my piuticularly significant bulge in 
the 15-34 \T age gi'oup, but the rather low proportion 
of persons in the higher age groups of 55 and above. 
Though, there is some improvement in the longevity 
of Indiiui population, the age pyrjunids of Indian 
population still remain rather narrow at the top. 
Similarly, though there is a significant decline in 
the proportion of people in 0-14 age group, Indian 
age-pyi'amids still look heaw at the bottom. Indian 
population has not yet made the transition to a 
healthier age-distribution pattern. 

Indian population is also not particularly young 
compared to the populations of other couiitiies. The 
USA has 28 per cent of its people in the 15-34 \t age 
group, compiired to 33.5 per cent in India. But, the 
disadvantage is more tliiui made up in the next higher 
age-group of 35-54 yrs, where the US 5)ro5)ortion is 
9 percentage points higher than in India. 

India does not seem to have iuiy particular youth 
adviuitiige conipiued to China eitlier. The proportion 
of persons in the 20-49 yr age-group in China was 
41 per cent in 1995 and is likely to be 48.5 per cent 
in 2010. In India, the proportion of persons in 
tliis age group was 4 1 per cent in 200 1 . With tlieir 
higher population, die absolute number of people 
in the 20-49 yi" age group in China is likely to be a 
stiiggeriiigly large 600 million in 2010. 

The age-distribution of Indian population shows 
a distinct bulge in the age groups of 15-35 yeiirs. 
The 2001 Census indicated that nearly one-third 
of Indian people are in this age group of young 
adolescents and young adults. An effective pro-youth 
employment effort will, therefore, benefit eveiyone 
in die long run. Ajjpropriate strategies to address 
the niiiiii factors Jiffecting youth eniploTOieiit are 
needed: 

1 . Job/ eiiipk wiient creation: Factors diat influence 
job creation, which encompasses aggregate 



demand economic growth (macroeconomic 
policies, appropriate regulations and the 
promotion of entrepreneurship and enterprise 
creation iuid development). 

2. Working conditions: Factors that impact 
on working conditions such as legislation, 
regulations and the business cycle. 

3. Eniployability : Factors that address 
eniployabilit\', such as education and ti iiining, 
work experience, labour market information 
and services and institutional structures to 
integrate youth into the labour nijuket. 

According to Robert Litaii, at the Kauffman 
Foundation, which specialises in promoting 
innovation in America; "between 1980 and 2005, 
\'irtually idl net new jobs created in the US were 
created by firms that were five years old or less,ie., 
about 40 million jobs. That means the established 
firms created no new net jobs during that period." 

The message is that, in order to bring down 
unemployment in a sustainable way, rescuing 
corporations and public works will not help. A big 
bushel of new companies have to be set uj). It was 
reported that Social Security,' in US this year, will 
pay out more in benefits tiian it receives in payroll 
taxes — a red line that is not expected to be crossed 
untd at least 2016. 

Against the background of the global economic 
crisis, entrepreneurship development is a key area 
of concern for governments today. But, good-paying 
jobs do not come from bailouts. They come from 
real stiirt-ups. And where do stiut-ups come from? 
They come from snwt, creative, inspired risk-bdiers. 
Such risk takers often come from sociidly marginal 
groups, or those who iire school drop-outs. 

In USA roughly 25 i)er cent of successful high- 
tech start-ups over the last decade were founded 
or co-founded by imniignmts, where, Indiiuis have 
I played a key role. Studies by Kauffman foundation 
I conclude that, if there is a happy coincidence of 
liigli-IQ risk-takers in government juid a society,' that 
j is biased toward liigli-IQ risk-takers, one gets an 
above -average retunis as a country What is common 
to Singapore, Israel iuid America, is that they were 
idl built by liigli-IQ risk-takers iuid all thrived — but 
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only in the US (lid it happen at a hu ge sciile iuid with 
global diversity'. 

In India, programmes such as PMEGP have 
helped to bring several youth into the stream 
of entrepreneurship. But unlike in many other 
countries, it is the market signds that have set the 
tone iind tenor ol entrepreneurship development 
in the countiy. 

14.1.1. Gujarat's Initiatives 

The world-class International Centre lor 
Entrepreneurship and Technolog\'' (Icreate) and 
tiie Icreate Incubation Centre, neiu" Alrmedabad, 
set up in November ,20 11, is a major initiative 
for entrepreneurship development. Icreate is 
meant to produce talented young entrepreneurs 
who would bring glory to India. It is meant to 
nurture iuid develop the boundless creativit\' and 
entrepreneurship ol the youth, to spark endless 
energy among them.Inlosys chairman-emeritus 
N. R. Narayana Murthy is the Chairman ol tlie 
AchdsorA' Board ol Icreate Incubation Centi e being 
developed in collaboration with Government of 
Gujiu at on a 3,5-acre plot near Kensville Golf Club 
on Ahmedabad-Bavla Road. Gujarat Giuidhi Nagar 
Minenil Develojjment Corporation (GMDC) is a 
partner to it. 

Icreate is the answer to the challenge, to encourage 
original research in s^iic with technolog>^ Floated 
by Gujarat Foundation lor Entrepreneurship 
Excellence, a joint venture between State PSU 
GMDC and Gujiuat Entrepreneurship and Venture 
Promotion Foundation, this incubation and 
innovation centre will promote innovative ideas 
among entrepreneurs, students and micro, small 
and medium enterprises (MSME). Through Spju'k- 
Up Fund, it plans to approach, seek and amplify 
potentiiil entre5)reneurs, students and MSMEs. It 
also involves going to various colleges, tiilking about 
entrepreneurship iuid trying to create a lavourable 
mindset. 

Participants in the Project will be recjuired to submit 
their innovative ideas that they would be willing 
to work upon in near future. It identifies upto 50 
projects and giving tirem Rs ,50,000 each to work 
upon their ideas and do something concrete in tlrree 



months. It bets on these people who iire willing to 
work upon their ideas. Apart from entrepreneurs 
and students, iCreate is also looking to tap the 
MSMEs in the region. The Project reaches to 
MSMEs to identily last growth comjjanies, and 
showcase 2,5 such last growth stories from among 
MSMEs through iCreate. 

74.2. Women Entrepreneurship 

Women-owned enterprises represented nearly 
40 per cent in the United States and employed 
approximately 27.5mn persons (NFWBO 2001). 
In China, women outnumber men in doing 
businesses by at least two times. Since 1990, one 
third ol enter5)rises have been set up by women in 
Germany employing more thiui a million. Women 
iire agiiin 20 per cent business owiiers in Europe. 
Women constitute one-fourth ol the sell-employed 
sector in UK. During the first decade ol the current 
millennium, women-owned enterprises scaled up 
from 9. ,5 per cent in 2001 to a neiir 18 per cent. 

Women me as much adored as abhorred in India. 
Gender discrimination in projjertA' rights left them 
more insecure diiui iuiytliing and it is not uncommon 
that lor most women starting a new enterprise 
required still assent from her niiile spouse il not a 
guarantee. Notwithstanding the recently announced 
,50 per cent Jillotment ol Assembly Seats in some 
States borne out ol miile chauvinism, jmd 30 per 
cent resen'ation in employment, women find access 
to finance imd infrastructure as the most difficult 
part for venturing into an enterprise. Mambula 
(2002) studied SMEs in Nigeria dnd the problem 
was no different. Punitlia et. al. (1999) studied 
the constniints laced by women entrepreneurs in 
Pondicherry Region. Rural women enterprises 
were worse oil when it came to lacing competition 
in producing and marketing better (juiility products. 
Watson (2003) study in Australia revealed that tire 
failure rate among women enterprises is higher thiui 
their men counterpiuts. In India while the stoiy of 
micro enterprises revejils preponderance ol women 
as stiirters during the last decade, when it came to 
the cjuestion ol enjoying benefits Irom them, men 
would appear to be usurping their wallets. The 
otirer genetic characteristics also work both ways 
for women enterprises: First, women are more 
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mature than men in understanding the situation 
when a problem arises and have better skills in 
arri\'ing at negotiated settlements. They are also 
quick in taking management decisions. Second, 
their productivity in the enterprise sulfers due to 
their biological nature at least for about live days in 
a month; tlieir attention to fiunily and children due 
to the caring instinct of wife and mother also takes 
away their peace at work; post-fortA' they iu'e likely 
to face physiciil strain iuid illness when, if there is 
no second level efficient management to take cai'e 
of the enteri)rise, it suffers. 

There are several issues in most enterprises owned 
by women. An importimt feature of youth population 
in India is drat, against 40 million urban men in this 
age group, there iu'e only 36.5 million women. In 
rund iu eas, on the other hand, there is a slight excess 
of women. This is largely because adult men of tliis 
age-group are under greater pressure to migrate to 
the cities in search of work. The fact that tlie youth 
make is largely an urban phenomenon and drat 
young women are concentrated more in the rural 
areas, has important implications for youth policy, 
as iilso for gender i)olicy in the countiy. 

The migration of youtli into die urban areas has an 
importiuit potentiiil from the enterprise development 
angle. But the crucial (juestion here is why they 
migrate: as job seekers or job creators? If they 
largely choose for the latter, then several issues 
of infrastructure iuid support systems need to be 
addressed. 

In the case of women, on the odier himd, migi'ation to 
the urban iireas is much lower, and most migrations 
are in favour of employment opportunities. Hence, 
women entrepreneurship is essentially a rural 
problem, which need to be addressed largely in 
the rural setting. This leads us to a discussion on 
individuid versus community' enterprises. 

74.2. 7. Cases from Gujarat 

Gujarat is one State where NGO initiatves for 
women enterpreneurship development has picked 
up some extent. There are several NGOs, large 
and small, involved in training, mentaring and 
support services to women. To empower the rural 
women and generate their income in rural iu'eas 



Self Employed Women's Association (SEW A) 
has started its seventh Rund Urban Development 
Initiative (RUDI). This is a processing centre which 
SEWA has started with MasterCard India at Bodeli 
near Vadodiua, Gujiuat. 

The initiatives aim at ensuring fair price to the 
I farmers for their i)roduce and safeguard their 
interests from corrupt middlemen. Farmers can 
now sell their agricultund produce directly to the 
I)rocessing centre and collect money for their goods 
immediately. The Centre will process the agiicultural 
produce for cleaning, packaging, branding and 
coding. With this initiative, fiuiiiers will get 20% or 
more profit for their i)roduce. Under this Center 
women especially from tribid areas will be provided 
speciid training which is expected to help them to 
gain self efficiency in generating revenue. 

In iui attemirt to encourage the women enti'eprenem's, 
the state government extend the facility' of special 
concession on existing stamp duty to the women 
m 2005. 

74.3. Individual versus Community Enterprise 

Individuid enterprise can give scope to creativity, 
develop individuid talents and create employment 
iuid weiddi. Most people who become self-employed 
stiut by using their existing skills iuid talents, their 
{jrexdous experience and training iuid the resources 
available in a new way. The diuiger is diat the t\pes 
of businesses they develop tend to mirror the local 
economy iind where that economy is poor, they are 
frecjuently marginal in their xdabilit)'. Many young 
people have a perception of self-emploTOieiit as 
olfering a greater freedom tliiui working for others, 
iuid greater rewiuxls. The reidit>', however, is more 
usuidly long hours, littie free time and a earnings. 
Some studies have identified die 'self-exploitation' 
of self-enii)loynient, along with the short-term 
community,' enterprises set up, as a feature of the 
povert\' of the local job market and young people's 
experience of it. Here, self -employment is not seen 
I as iin alternative to competing in the k)Cid job nwket, 
I but rather a feature of tiiat job market, conbibuting 
to its bleidiiiess. 

Enterprise that is 'business-like' is also seen as a 
'good' thing for communities and neighbourhoods 
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because it cim lead to the provision of new sendees, 
especially those that are marginally viable or 
commercially non-viable. Initiatives such as credit 
unions iuid skill-swap schemes have explored ways 
of retiiining wealth within a community but have 
also expiuided concepts of enterprise beyond wealth 
generation or retention to 'trading' commodities 
such as talents, skills and resources. For exiunple, 
in some countries in the West, tliere iu'e community 
organizations who have collaborated to 'trade' 
meeting room space for the use of a photocopier, 
or shiu'ed use of a mini-bus. 

Youdi orgcUiizations in many countries have moved 
into communit\' enterprise through initiatives such 
as internet ciifes where time on the internet can be 
bought at a low cost, subsidized by gxiuits iuid income 
from the sale of refreshments. Information and 
advice projects may draw in statutoiy services who 
pay to have access to the young people that the youth 
grouj) i)rovides. Schools may buy in the sendees 
of a youth worker or youdi project to provide an 
alternative curriculum programme for some pupils 
which, in turn, wdll subsidise activdties for those same 
young people in tlie evenings. There are numerous 
examples of enterprise at individual, group and 
orgcinizationiii level. They provdde new opportunities 
but offer real challenges to diose working wddi young 
people. The key one is realistic sustainabilitv'. 

The question of communitv' enterprise, in most 
countries, emerge as part of an agenda of local 
economic development. In many countries of 
Europe, locid economic development is iui active 
public agenda in which both the government and 
local communitv' play a key role. The reason is that, 
there is a i)ublic perception and demiuid for local 
regeneration at the grass root level. In India, 

74.3. 7. Inclusive Entrepreneurship: 
A New Concept 

The term Inclusive Entrepreneurship emerged 
from a Project led by S>Tacuse University and its 
Whitman School of Management/Depiirtment of 
Enti'epreneurship jmd Emerging Enterprises (EEE) 
togedier widi the Burton Blatt Institute (BBI). It is 
the result of successful entrepreneurship prognun 
for individuals vrith disabilities and low income 



indivdduals. 

The prognun identified unicjue tools and process, 
which walks the entrejjreneurs and aspiring 
entrepreneurs through a 4-staged model of 
entrepreneurship. Based on its empirical findings, 
die Project concluded drat, successful entrepreneuriid 
practices, ideas, samples, and anything else that will 
help entrepreneurs and aspiring entrepreneurs 
access the resources of entrepreneurship, should 
be sliiired. 

Why is 'Inclusive Entrepreneurship' Important? 
It goes beyond business ownershij). It benefits 
eveiyone by fostering a fundamental understating 
of business, communitv' stiikeholders, communitv' 
collaboration, benefits, iuid die skills iuid confidence 
needed for personal and community success. 
Community partners are able to save time and 
money by implementing a seamless process of 
inclusive entrei)reneursliii). 

It is important to note drat the success of 'Inclusive 
Enti'epreneurship' as a university and communit\'- 
based initiative is also based upon the development 
of key piutnerships that are necessaiy to helping 
entrepreneurs develop their businesses. These 
cjm include the local Smidl Business Development 
Center (SBDC) and One-Stop Career Center as 
well as key local stakeholders that work with low- 
income individuids, including low-income people 
wdth disabilities, to help them achieve economic 
self-sufficiency. 

On the other liiuid, pnnchiiVeithi raj is essentiidly 
an agenda of sharing political power, rather 
than a platform where issues of local economic 
development iire discussed. The debates on local 
economic develojjment are more incidental, 
confined to particuhu" sections of societv' such as 
women and backward communities. Naturally, 
while economic empowerment is perceived as a key 
instiTiment that lead to politicid emi)owerment, these 
specific sections of society get piuticuhu" attention 
in policy debates. It is against this background that 
women entrepreneurshp gained importance in 
development debates. 

Wilde entrepreneurship iuiioiig women is radier i iire 
in die Iiidiiui context, iuid that stiut ups Jiniong women 
iu'e rarer, the (juestioii of women eiitrepreiieurslii]) 
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has been addressed largely as a collective issue. 
Thus, in the Indian context, community enterprises 
essentiiilly means entrepreneurial activities initiated 
by women or for women. 

Community enterprises of women emerged in the 
country emerged as part of social programmes 
of community development and women's 
empowerment. In the 1950s, the Community 
Development Programmes, and the women's 
co-operatives movement of the 1960s, involved 
organisation of women into social groups, who in 
turn, took up economic activities. In the 1990s, 
such organisational initiatives giiined a new form iuid 
speed under the State-sponsored poverty reduction 
missions, which gradually merged with the larger 
sti'eam of micro fmiuice movement. Despite such 
broadbasing of the organisational initiatives, it is 
still imibiguous as to how much of entrepreneurial 
capabilities were added to the enterprise ecosystem 
of the countiy through this movement. The \'isible 
manifestations, however, are, some of the key 
projects like, kudumbashree in Kerala, and the 
Madhya Pradesh Rural Livelihoods Project. 

Individual enterprises of women and women 
entrepreneurship as such, iacjuite small stream in 
the Indian context. According to the Third All 
India Census of SSIs, the totiil number of SMEs 
managed by women constituted 156753, which was 
ten per cent of the total number of units covered 
by the Census. While this is a significant number, 
it is also to be noted that, while the Office of the 
DC (MSME) has specific target programmes for 
women enterprises, the number might naturally 
have covered a number of niuire-sake units as well. 
In fact, no comjjrehensive study has taken so fiir on 
the size, structure of women owned units, as also of 
the capabilities that are peculiar to such units. 



14.3.2. Gujarat's Initiative 

Government of Gujarat has launched a State 
Livelihood Mission - 'Mission Mangalam', witli tire 
objective of bringing about dn ovenill improvement 
in the economic status iind standiu'd ol li\ing of the 
poor iuid thereby imprcning tire humjui devek)pment 
indicators of the State. In order to implement 
Mission Mangalam and the recently launched 
National Rural Livelihood Mission, the State 
Government has constituted The Gujiirat Livelihood 
Promotion Company Ltd. (GLPC). GLPC seeks 
dedicated and dyniimic indi\iduals iuid olfers them 
chidlenges to match their potential and promises at 
working emironment which encourages creativity' 
and rewards for performance. The Company offers 
a package commensurate with the market. 

The primiiiy potentiiil strength of this approach is 
the readily available manpower of about 25 lakli 
members organized into approximately 200,000 
Self Help Groups, popularly known locally as Siiklii 
McUKhils, and spread across the entire state. The 
second strengtii is tiie credit mobilization potential 
(of the estimated Rs. 10,000 crores) by tiiese Self 
Help Groups from banks and other financial 
institutions under various schemes and financial 
products. Through multi-party MoUs involving 
Saklii Miuidal Federations, GLPC, Biinks and tire 
Promoting Institutions/entrepreneurs, most of the 
capital investment cim be mobilized in the niuiie of 
Sakhi Miuidals from Biuiks. Only organizing skills, 
manageriid skills jmd nwketing skills woukl be called 
for from the Promoters. The promoting companies/ 
entrepreneurs could do strategic business process 
outsourcing of labor-intensive tasks as job-works, 
which can be undertiiken by Saklii Miuidals in their 
respective homes or \illages. 



Gujarat's Socio-Enterprise Promotion Model 

'MISSION MANGALAM' is aimed at holistic development m the stiuidard and (}uality of life of 
the poor households in the State by linking them with sustiiinable livelihoods. Gujarat Livelihood 
Promotion Company Ltd. has, as one of its objectives, bringing in Public-Private Partnership jmd 
professioiiiilism into the iimbitious tasks of poverty eradication, women empowerment and HDI 
improvement. It is emisaged that GLPC would bridge the gap bebveen the corporate sector iuid 
the collectives of the poor by facilitating mutually profitable business ventures. 
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15.0. Towards an 
Entrepreneurship Policy 



Innovative entrepreneurship'. 



Despite several initiatives, entrepreneurship has 
not received adecjuate pohcy attention in India. 
The country has produced a hirge network of 
enti'epreneurship promotion institutions and their 
progi iunmes over the last four decades. In fact, mjuiy 
of the programmes iind institutions are working at 
cross purposes. The state level EDI institutions 
are largely sinking. The focus has largely been 
on (juantity than on cjuality. According to data 
aviiilable, the countiy trains a significiint number of 
entiepreneurs ever\' year. 

Where do tliey go? A routine approach to turnover 
rates, is by now, discarded, and in professional 
circles, it has been increasingly accepted that failures 
also need to be reckoned and followed up. 

The criticality of viewing entrepreneurship as a 
resource, emerges in this context. The crux of tliis 
approach is as foUows: Wliatdoes die enti'epreneuriiil 
activity of iui indi\'iduiil add to the economy and to 
the society? Does it provide incomes and livelilioods 
to a family? Are such opportunities confined to 
himself, his employees and their lamilies? Or 
does it mejui a value addition to the system? An 
answer to these (juestions shape the perspectives on 
entrei)reneurship iuid its promotion. 

The persi)ective that entre5)reneurship adds 
value to the system, lead us to the perspective of 
entiepreneurship as iui jill- inclusive concept. Hence, 
when many a social problems arise, we may explore 
whether entrepreneurship could be a solution or 
at least a partial solution. This is the perspective 
tliat underlies the emerging concept of 'inclusive 



'Inclusive entrei)reneurship' is, at a time, a concept 
and a strategy. The use of the word 'inclusive' 
indicates a belief that entrepreneurship is for all iuid 
that the personiil (juiilities and conditions recjuired 
for entrepreneurship iu'e not tlie prerogative of a 
pri\'ileged, highly educated few. Millions of people 
take complex decisions, manage risk, find new 
innovative solutions, imd collaborate with others 
just to sundve in their diiily lives. It is about a set 
of attitudes, competences and skills into project 
ideas and enterprises in motion. It is about more 
than starting an individual business. Inclusive 
enti epreneurship cjm be applied to sell empknment, 
starting or growing micro or small enterprises and 
to sociiil enterprise using business based approaches 
driven by social mission. Indeed the personal 
(jualities recjuired for entiepreneurship iire essential 
for success in tlie knowledge economy - whether tliis 
be in the private or i)ublic sectors. 

'Inclusive Entrepreneurship' is iilso a strategy imd 
process for assisting people witli diverse disabilities 
and/or economic and social disadvantages to 
become entrepreneurs through business planning, 
training, use of customized business development 
goal iuid support pkmning, and access to fiiiiuicial 
resources utilizing the resources of diverse public 
iuid private partners working within a consensus- 
driven, collaborative framework. It is about 
supporting entiepreneurs from all backgrounds by 
creating a genuine level playing field. This involves 
understanding and then overcoming the barriers 
faced by different people in different places. It is 
about unleashing the creative potential that people 
have within them and using this for nurturing the 



Towards a National Entrepreneurship Policy 

A National Entrepreneurship Policy, under preparation, has recommended creation of a 
permanent National Commission on Entrepreneurship to institutioiiJilise entrepreneurship 
development in the countiy. The Commission would seek to 5)romote new entrepreneurs by 
speiirlieadiiig a "national movement". The Government, it proposes, would niiike adecjuate 
financial provisions on lines of National Skill Development Council (NSDC) to foster 
entiei)reneurship development. Dnifted by the Entrepreneurship Development Institute of 
India (EDI), Aliiiiedabad, at the instance of Dr Siuii Piti'oda, Ad\'isor to die Prime Minister, 
the proposed policy has been supported by the Union Miiiistr\' of MSME. 



Source: The Business Line 
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enter])reneurship resources of the country. The 
Entepreneurship Accounting System i)roposed by 
die Institute of sniiili Enterprises iuid Deveiopment 
(SED) in tlie context of tlie Tweiftlr Five Year 
Plan delibeatiions of tlie countiy, has the above 
rationale and approach. A financial asset that 
does not "perform" become a 'non-performing 
asset (NPA)' over a specific period of time, and 
automatically gets categorised so. By the same logic, 
entrepreneurship, as an intellectual asset Jilso need 
to be categorised on tire basis of its performance. 
Once it gets included in a special category, the onus 
of finding reasons for its non-performance and 
rewdng it, (if possible), need to be the responsibility 
of the government as the Government has iilready 
invested on it. Ensuring sustiiined returns on such 
investment is the responsibilit\' of the government 
as well. This alternative view of entrepreneurship 
conservation is in line with the paradigm of viewing 
entrepreneurship as a scarce resource. 

Like iuiy other investment, entrepreneurship is a 
resource that come under the categoiy of 'public 
goods'. In order to bring in such a legitimate tr'eatment 
to 'entrepreneurslrij)' iuid its riclr contribution, it is 
advisable to think on lines of an 'entr'epreneurship 
accounting system' for the country. It will iilso help 
to stiuidiu'dist Enterpreneurslrip development effert 
and to create a more sustainable future for all of us. 
The discussion ,as above, drives at the importiuice 
of entrepreneurship as a rare social resource, 



which need to be nourislred and conserved. 
It is in this context that a 'resource approach' to 
entrepreneurship become vital. Ofcourse, there 
are best practices elsewhere in the world, which 
India need to critically examine and explore. 
Major progress on 'inclusive entrepreneurship' has 
been made througlr tire EU's Ecjual Community 
Initiative which included a theme on business 
creation that was taken up in approximately half 
the EU Member States. This action reseiirch has 
led to tire development of a communit\' of practice 
on 'inclusive entrepreneiu'ship' called COPIE. 
COPIE developed a series of tools to facilitate the 
assessment of enterprise support systems from the 
point of \'iew of a wide range of specific groups 
(e.g. women, minority etlrnic groups, migrants, 
people witlr disabilities, young people and older 
people). Gujarat's 'Mission Mangiilam' is, a useful 
starting point for serious research on evolving iui 
innovative entrepreneurship development model 
iuid strategies. 

16.0. Towards an Entrepreneurship 
Development Agenda for Gujarat 

In the present stage of its development, Gujarat 
need to shape a clear policy perspective on the 
role of entrepreneurship. This critical imperative 
iirises for two reasons: On the one hand, Gujarat's 
record of growth over the last one decade has 



ISED inclusive Enterpreneurship model: A Synoptic view 



S. No 


Linkage Potential 


Ecosystem 


Potential Lead 
Agency 


No.of 

districts 


1 


No linkage 


Unclear 


Professional 
agencie s/ chiunbe r s 


2 


2 


Remote linkage 


Emergent 


Professional 
agencie s/ chiunbe r s 


2 


3 


Active linkage 


Emergent 


Large units/public 
sector 


2 



Exploraton^ linkage Dormant 



Large units/public 
sector 



2 y 



Source: Planning Conmussion, TweUdi Five Yenr Plmi: Report of die Working Group on 
Buckwmd Area Development. 
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created illusions on the self-propelling potential ol 
growth. The general feeling is that, growth, by itsell, 
wiU create opportunities for many, iuid therefore, 
there is not much need for a \'igorous initiative for 
entrepreneurship development. Secondly, the track 
ol performance ol entrei)reneurshi5) develo5)ment 
initiatives in tiie past has created a feeling, at least in 
some circles, that expenditure on such initiatives is 
vrasteflil and that, what is spent on entrejH eneurship 
development today, could be more meaningfully 
spent on directly productive investments. This 
opportunity' cost iugnment, in essence, slows dowii 
the pace of entrepreneurship development initiatives 
in the country. 

It is in the above context that a thorough review ol the 
enti'ei)reneurshii) development initiatives ol Gujarat 
is demanded. We advocate an enterprise ecosystem 
model for backward districts ol the State. It has tvvo 
key components: 1) a redefinition ol the role and 
releviince ol entrepreneurship; and 2) its role as an 
inclusive concept. 

From the point ol view ol enterprise development, 
tiie tenn 'region' needs to be re- interpreted. Wliat 
is importimt is not the geographiciil space, but the 
enterprise ecosystem. Gujiu at has iik eady created the 
base for such a thinking. It need to be scientiliciilly 
articulated An enter5)rise ecosystem involves both 
physical and human resources that, il properly 
planned iuid utilized, ciui lead to capabilities, and 
ultimately, to enterprises. 

Entrepreneurship is clejuiy related to the human 
environment. On the other hand, the state of 
entrepreneurshij) niiikes the business environment 
what it is. The niiU'ket is tire third, but most impoitimt, 
force which again influence the perlormance of 



entrepreneurs, iuid also the shape ol the business 
environment. This trilateral relationship need 
to be captured in order to ensure success ol any 
enterprise development programme in a backward 
region. Subsidies and CFCs cim at best contribute 
to corruption and inefficiency. Stand-alone Skill 
generation programmes, as practiced by the 
Rajasthan Mission on Skills and Livelihoods and 
Kudumhasbree in Kerala, also are not likely to 
significantly contribute to entrepreneurship and 
enterprises. 

Similarly, the basic assumption behind the present- 
day programmes ol tire Ministiy ol MSME, are also 
not applicable in the case ol backward regions. The 
MSE cluster model assumes collective efficiency 
enhiincement tlirough cooperation ol entrepreneurs. 
Where entrepreneurs themselves lack in some 
basic capabilities, one cannot expect tiiem to join 
together and work on a cluster mode. This is also 
applicable in the case ol genenil i)rognmimes like 
PMEGP. Subsidies jmd CFCs cjuinot be <m juiswer 
to this problem.The need for a new model was thus 
iu'gued as loUows: 

i) Government should not have a direct role 
in regional enterjjreneurship developement 
initiatives. It should work through other 
actors. The capacity ol these actors needs to 
be enhiinced. This recjuires a new model ol 
PPP. 

ii) Entrepreneurial Resource Conservation: 
The instrumentalities lor this also need 
to be clear. A locus on entrepreneurial 
resources rather than enterprise themselves 
will be more illuminating. A new model ol 
entrepreneurial resources budgeting would be 



r 'Inclusive Entrepreneurship': Its Origin 

'Inclusive Entrejjreneurshii)' is a Project led by Syi'acuse University and its Wliitman School ol 
Management/Depiirtment ol Entrepreneurship iuid Emerging Enterprises (EEE) together with 
die Burton Blatt Institute (BBI). However, it is important to note that the success ol Inclusive 
EntreiH eneurslup as a university imd community-' based initiative is iilso based upon tlie development 
ol key piirtnerships that iu'e necessiuy to helping entrepreneurs develo]) their businesses. 

These can include the local Small Business Development Center (SBDC) iuid One Stop CiU'eer 
Center as well as key k)Ciil stiikehoklers that work with k)w-income indi\iduals, including low-income 
Lpeople with disabilities, to help them achieve economic sell-sufficiency. 



more meaningful. Unlike the present 'gender 
budgeting' and similar budgeted i)rogrammes, 
'enti'epreneurship resource budgeting' should 
be more meaningful. This would also help 
to tiu'get sections such as women, youth and 
SC/ST communities more meiuiingfully and 
effectively. 

iii) Zero base budgeting 

iv) Discretionary Strategy: Cluster or individual 
entrepreneurs, shoud be targeted based on 
ecosystem features. 

v) District level Enterprise Observatory: Such 
a platform need to be created for mapping 
entrepreneurship resources. 

vi) Recommendations of tlie Obsen'ator\' to be 
seriously debated in official bodies, and stiateg)' 
finjilized. 

The focal point of this alternative model is 
a backward linkage based networking. Why 
networking? TiU'get districts iind their entrepreneurs 
lack some basic capabilities iind skills, wluch need to 
come from outside i.e. skills, need to be impjuted 
on the basis of mjuket deniiuid, not on the basis of 
the understiinding of tlie district collector and the 
panchayaths. Networking is needed to help them 
grab market opportunities. Therefore, there is need 
for a BackwiU'd Linkage Networking Model. 

The new prognimme approach emdsaged, is based 
on an 'enterprise ecosystem' as the basis of all 
prognmrmes. In the ecosystem triangle, the tliree 
sides are : 

i) Business environment; ii) market, and iii) 
entrepreneurshij). 

In this model, the business emdronment and the 
market, influence the state of entrepreneurship. 
This, in turn, influence the market and business 
environment. The three together provides the 
enterprise ecosystem, at any point of time. The 
government's role should be specific at addressing 
any of tlie specific variables that coiitiibute to the 
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Market 

Business Ecosystem: A Synoptic view 



ecosystem, rather than just blanket incentives. 
Understanding the details of the ecosystem in a 
particuku" context is a professional task. Facilitating 
this is the role of an Enterprise Observatory. 
The ISED model underscores the importiuice of 
this and of the role of private initiatives. However, 
it needs much more learning and fine-tuning of tlie 
hack record of Gujarat iuid of other States in die 
couiitiy. 

16.0. Conclusion 

Conventional approaches to human resource 
devek)pment treat entrepreneurs and workers as two 
entirely distinct categories. In the modern context 
of enhanced globiilisation, this distinction has been 
progressively coming dowai. The worker, in a latter 
stage of his career, turning to be an entre5)reneur, 
is a phenomenon that is increasingly obsen'ed in 
the IT sector and related sectors like electronics 
(eg: ESOP). On die contraiy, entrepreneurs getting 
iiiarginidized, iuid turning to the ranks of workers, is 
idso not a rare phenomenon. Given this reidit\', the 
role of public policy should be to maintain a balance 
bebveen die two, and to preserve entrepreneuriid 
resources as a critical resource. Such iui approach 
deniiuids a fresh look at policies relating to die micro 
enterprise sector in specific. 



I 



I 



I 




1.0. Introduction 

Gujarat, despite being the seventh largest State in 
terms of geographicid size, has significant diversitA' 
of resource endowments imd overail opportunities. 
This lias Jilso implications for the development of 
MSMEs in the State. The broad regions of Gujiirat 
have inherited their i)eculiiU' history and culture, 
which have shaped tlie pattern of industrialization 
of the State. As of today, what are the specific 
experiences of SME develo5)ment in these regions? 
What are the lessons for the future? These issues 
need to be discussed. 

In order to undersbmd Gujiirat's reiilit\' of MSMEs, 
and to pkm dnd sti'ategLze for it, one need to have a 
decenti'iilized \'iew of how die enti ejH'eneuiiid base iind 
die enterfmse story got shaped in its districts, iuid hubs 
of enterprise activity. The purpose of the following 
pages is to facditate such a grasp. The rich iind mtal 
data for diis discussion was made avjulable, idong 
widi official sources, by tlie ISED SniaU Enter{)rise 
Obsen'atory. ( Investors, reseiuxhers, iuid aU those 
who are interested in more exhaustive disaggregated 
data and knowledge resources at die nationid level, 
and for GujiU'at, dre advised to seek the help of the 
Obsen'atoiy (eniiul: seo@isedonline.org). 

2.0.Understanding Regional Imperatives in a 
Global Setting 

The regional imperatives in a globid setting should 
be understood from two angles: a) tlie hardcore 



8 



The Regional 
Kaleidoscope 

I economic rationale; and b) the logic of shared 

I gi'owtli. The first iirgunient, die often repeated one, is 
sliiu ed by economists and management practitioners 
of the traditionid mould. The iugiinient is that, the 
lives of people in a particular village or hamlet is so 
much influenced by die pulls iuid pressures of global 

I I vidue chidns. Without Imong a proper understiuiding 
of such 5)ulls and pressures one cannot phm for 
the small enterprises. The second argument, often 
shared by anthropologists iuid sociologists, begins by 
ndsing f undamental questions on the very purpose of 

I development of sniidl enterprises. Why for should 
I we pkm for tliese enterprises? On ecjuity grounds? 
On grounds of poverty removal through livelihoods 
promotion? Or as a growth primer? This streiuii 
of tiiought ends up in an ju'ticulation of the role 
of these enterprises, on lines of the thinking put 
foi-wiuxl by Midiatma Gandhi iind E.F.Schuniacher." 
Most of us live in neighborhoods, and as we stop 
thinking of neighborhoods, sniidl enteiprises also 
become irrelevant" (Tully,201 1). The hegemony 
of mainstrejuii economic tlieoiy, iuid the Har\'iird 
Miuiagement theories significantly influenced the 
diinking on MSMEs in India. Of late , tliere has been 
a re-emergence of the Asian perspectives in some of 
the fast- growing Asiiui countries (eg: 'Shared Growth 
Strategy' of Korea). In the Indian context, the local- 
nationid-globid nexus need to have a reintei^jretation 
on the basis of a concept of 'shiired growth' for the 
mutual benefit of both ku'ge iuid small businesses, 
li However, in such iui idternative paractigm of growtii. 
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Table 7.1 : Share of Village and Small Industries in Plan Allocations under the Eleventh Five 
Year Plan: Gujarat and other States 



SL 


No. States 




2007-08 


2008-09 




2009-10 




2010-11 








V&SI 


L&M 


V&SI 




L&MV&SI 


L&M 


V&SI 


L&M 


1 


Assam 


0.56 


0.56 


0.45 


0.93 


0.57 


1.35 


1.95 


0.94 


0.74 


0.82 




3 


Arunachal Pradesh 


0.52 


0.01 


0.16 


0.01 


0.30 


0.01 


0.50 


0.14 


3.20 


0.61 
























1 


5 


Chaattisgarh 


0.28 


1.84 


0.20 


1.38 


0.21 


1.13 


0.29 


0.79 


0.19 


0.72 


























7 


Gujarat 


0.53 


2.66 


1.12 


2.40 


0.89 


2.15 


0.72 


2.56 


0.41 


2.59 




9 


Dadra 


0.52 


0.00 


0.21 


0.00 


0.44 


0.00 


0.97 


0.00 


0.72 


0.00 




11 


Delhi 


0.48 


2.44 


0.24 


0.00 


0.46 


0.01 


0.20 


0.01 


0.12 


0.04 




13 


Himachal Pradesh 


0.26 


1.05 


0.76 


0.04 


0.75 


0.04 


0.87 


0.04 


0.78 


0.04 




15 


Jharkhand 


0.97 


1.13 


0.71 


1.17 


0.76 


0.58 


0.75 


0.63 


0.74 


0.50 




17 


Kerala 


1.16 


0.38 


1.99 


0.87 


3.12 


0.00 


2.46 


1.71 


2.03 


1.83 
























I 


19 


Madhya Pradesh 


0.30 


0.48 


0.70 


0.29 


0.60 


0.40 


0.64 


0.97 


0.56 


1.01 




21 


Manipur 


1.24 


0.07 


5.39 


0.04 


0.99 


3.59 


1.17 


2.71 


0.94 


0.02 




23 


Mizoram 


1.78 


0.14 


2.64 


0.01 


1.34 


0.01 


2.40 


0.01 


1.56 


0.01 


^^^^^ 


25 


Orissa 


0.52 


0.01 


0.59 


0.15 


0.36 


0.02 


0.61 


0.06 


0.54 


0.05 




27 


Punjab 


0.55 


0.00 


0.44 


0.00 


0.10 


0.00 


0.35 


0.00 


0.50 


0.00 




29 


Sikkim 


1.16 


1.88 


1.00 


0.94 


1.03 


0.20 


0.61 


2.17 


0.40 


0.07 


























31 


Tripura 


1.08 


2.04 


1.17 


1.27 


0.96 


1.99 


0.70 


0.98 


0.61 


1.03 




33 


Uttarakhand 


0.52 


0.02 


0.41 


0.00 


0.32 


0.00 


0.33 


0.01 


0.34 


0.01 




Total 


0.74 


1.20 


0.69 


1.18 


0.73 


1.91 


0.73 


2.41 


0.64 


1.60 



Source: Computed by ISED Small Enterprise Observatory, based on Planning Commission, 
Eleventh Five Year Plan files. 

Note: VSI- Village and Small-scale Industries; I & M - Industry and Minerals. 
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tlie state cannot simply remain as a passive agent. 

The world economy is facing an unprecedented 
crisis today. Reports available during the last week 
of December, 2012 indicate the tremors following 
die eurozone crisis. According to the World Bank, 
tlie collapse of Europe could spark a global crisis, as 
tlie one faced by United States in September 2008. 
Germany which was reniJiining strong and immune 
from the adverse effects of the Eurojjean debt crisis, 
hit a three-year low position in manufacturing activity 
with a corresponding shaip decline in export orders. 
According to the World Bank, Europe runs the 
risk of spiU'king Liiliman-style global crisis that will 
have dire consecjuences for the developing nations. 
UncertaintA' in miirkets is now starting to increase 
costs for developing countr ies including India. 

3.0. Local Economic Development: Old and 
New Models 

Globalisation poses significant challenges to 
all countries. Local economic development 
strategies, being adopted by communities, cities, 
and governments, around die world, are a response 
to that. According to die ILO, die Locid Economic 
Development (LED) model nieiuis much more tliiui 
just 'economic gi'owth'. It is promoting participation 
and local dialogue, connecting people and tiieir 
resources for better employment and higher cjuality 
of life. Agcunst the above background, India, a huge 
conglomeration of local communities, need to act 
both globally and locally. How should this local 
action be? The economic history of States count a 
lot in diis regiud.The peculiar historical legacy of 
Gujiu at need to be considered in this context. 

United States, the world's ku'gest recipient of FDI, 
gained US $ 320 billrons as in 2008.Though diis rs 
mostly contributed by the developed countries of 
die world, the US considers China iuid India as a 
major threat, iuid as "powers that should be engaged 
bilaterally by globid institutions" (Horniats, 2010). 
A reflection of this growing anxiety among the 
developed countries has recently surfaced in the 
form of the so-c;dled IPR Wju" in China. 

The three great economic blocks of the world - 
the LIS, Europe and Japan - jue all facing sluggish 



growth with no immediate sign of a return to riomial. 
Gerniiuiy, of late, is following the above three blocks. 
These problems matter more to India than meets 
the eye. It is not a coincidence that India's years of 
unprecedented GDP growth were idso years when 
world GDP was at unprecedented levels. 

The prominence given to investment, rather tliiui 
frade, by the emerging economies, has sigriifrciuit 
implications for the future structure and pattern 
of development in the donor countries. Robert 
D. Horniats (2010) of the Peterson Institute of 
International Economics points out, "investment 
in another country means a growing integration 
into that culture. When investments take place, 
the donor countries will also be under pressure to 
follow a rule based system". Wlietlier such a rule 
based system is heljjful to the long term interests of 
SMEs in die donor countries, is a matter tiiat needs 
investigation. 

Beyond an economic argument, of late, local 
economic development, is getting shaped into 
a political movement in Europe and Ariiereica. 
Named, 'Buy Local Movement', this has importiuit 
implications for die export prospects of die emerging 
economies, including India. 

One need to ask two (juestioris in this context: 
1) How can India and Gujarat benefit through 
trade and technology transfer, as also through 
investments?; and 2) How can the benefits of such 
growth made more broad- based and inclusive, in 
accordiuice widi our development priorities? A ck)se 
exiuiiiriatiori of the role of MSMEs is important in 
this context. 

The SME (juestiori in India is esseritiidly a cjuestiori 
of local economic development as well. SMEs ai'e 
highly decentr'alized, iuid in the Constitution, they 
are a subject in the Concurrent List. Therefore, 
one has to discuss such issues in the context of 
piirticukir States of die LIriiori, iuid their investment 
and employment policies, though the Union 
Government sets some broad priorities. The 
comparative performance of States matter wiiere, 
they compete each other on attracting investments. 
In a global situation wiiere SMEs are considered 
as focal points of development, their role in a local 
setting need to be meticulously examined. Our 
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disscussion here is on various aspects of MSME 
experience of Gujarat iiround its Districts. 

Tfie GujiU'at economy and society' are significantly 
diverse. Therefore, iui understiuiding ol tliis diversity' 
is importiuit from the point ol view ol understiuiding 
how the MSME sector perlorms, at a time, as State 
level and regional entities. 

4.0. Gujarat:The Regional MSME Ecosystem 

Gujarat's industrial geography has undergone 
significant changes during the past lew decades. 
These changes need to be understood in relation 
to the chiuiges in the globiil economy. Public policy 
also has played a crucial role in this regard, where 
the national policies have got shaped both in co 
operation iuid conllict with the regioniil aspirations. 
Changes in the regional distribution ol Indian 
industiy from 1959-60 to 2007-08, is chiu-acterized 
by some remarkable structural shifts iuid chiuiges. 

The western States ol Maharashtra and Gujarat 
continue to dominate Indian industiy, together 
accounting for a share ol iilmost 37 i)er cent in the 
total viilue added by the Countiy's lactoiy sector 
in 200,5-08. On the other hand, the eastern States 
ol West Bengcil, Bihar iuid Assam have lost their 
earlier prominence: West Bengal's share in value 
added by India's lactory sector declined from 20 per 
cent in 1959-62 to 3.1 per cent in 2005-08. A few 
States lying in the north-west and central regions of 



the countiy, including Madhya Pradesh, Rajasthiui 
and Uttar Pradesh have significantly increased their 
shares in tlie countiy's lactor\' sector, as did die drree 
soudiem States ol Andhra Pradesh, Tamil Nadu and 
Karnataka (Thomas, 2010). 

The regional concentration ol industriid acti\'ities in 
India has increased during the post-reform decades 
of the 1990s. Regional concentration ol a piirticukir 
degree was characteristic ol Indian industiy at tire 
time ol Independence. The tiiree kuge industiial 
centres ol Bombay, Calcutta and Madras and 
a lew smaller centres such as Ahmedabad and 
Coimbatore were cleiuiy iilread ol the rest of the 
countiy widr respect to the development ol lactoiy 
industiy. Pkmned development alter Independence 
was expected to mitigate regional differences in 
industrial growth. 

However, as Bliagwati iuid Chaki'avarty (1969: 28) 
noted, ejuiy Indian planning models did not address 
questions of spatial planning adequately. Although 
there have been some important measures for 
regioiiid dispersed from the late 1960s - including 
central investment subsidy and concessional 
fmiuice schemes to selected backwiu'd districts in 
the countiy, based on the recommendations ol the 
Pandey and Wanchoo Committees set up in 1968 
— their successes have been rather limited (Bimeijee 
iuid Ghosh, 1988; Das, 1993). Investments by die 
private corporate sector did not reduce regional 
imbaliuices. Instead, regional disparities in India's 
industrial growth have accentuated during the post- 



ISED Resource Centre on Small Enterprises in the States 

The ISED Small Enterprise Obsen'atoiy specifically monitors the sniidl enterprise scene ol the 
States on a regidar basis. Such activities iu'e co ordinated under its 'Resource Centre for Smidl 
Enterprises in the States', with the loUowing objectives: 

• To assist the Government and the planners in the formulation ol State level jmd regioiiid 
Pkms iuid sti'ategies; 

• to sensitise the industiy associations, paiiiiunentiuians and the civdl society' on developments 
in die regioiiid economy, and thereby to support advocacy initiatives; 

• To provide demand-driven services to investors, financial institutions, and promotional 
agencies, with critical information and data; 

• To encourage and support researchers with vitid data and knowledge resources; and 

• To assist iind promote curriculum development in management education and other related 
disciplines (More info: email: seo@isedonline.org) 
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reform i)eriod of tlie 1990s and 2()00s (Thomas, 

2010) . The combined shiu'es of the western States 
of Maharashtia and Gujarat, as well as of Goa and 
die Union Territories of Dimran and Dadra in total 
gross viilue added by India's factory sector increased 
by 8.7 percentage points, from 31 .6 % in 1991-94 to 
40.3% in 200,5-08. Correspondingly, tlie shiu'es of 
other regions in totiil value added by the country's 
factory sector declined or reniiiined stagnant during 
the period 1991-2008. On the contrar\', during the 
pre-reform period, tlie share of Western region in 
India's factory sector out[)ut had declined, paving 
the way for some degree of dispersal of industrial 
activities across regions. Between 19,59-62 juid 1991- 
94, the shiu'es of Southern and Northern regions in 
India's total gross viilue added had increased by 7.6 
and 9.9 percentage points, respectively 

During the post-1990 years, apparently, the spread 
of industriiil activities in India is not across regions, 
l)ut witliin regions. That is, during the 1990s and 
2000s, there was some increase in concentration 
of industrial activities to the Western region at the 
expense of other regions; at the siirne time, there was 
increasing dispersiil ol industrial actixdties witliin the 
western region, to die Union Territories of Daman 
and Dadra iuid also to Goa . It may be noted that 
in 200,5-08, BiliiU''s share in India's factoiy sector 
value added was only 0.7 per cent and Jhiirkhand's 
share was 3. ,5 per cent. The corresponding shares of 
Madliya Pradesh and Cliattisgaiii were 2.7 per cent 
each. UttiU'anchid has also witnessed an increase in 
industriid acti\'ities with die State. 

The regioiiid dispiuities in India's industriid growth, 
as above, has been explained by some sclioku's, in 
terms of die forces of economies of scale (Thomas, 

201 1) . Potential economies of scale and embodied 
technical progress can create a cumulative cycle of 
growth differences between regions witlun a country, 
that is, the industiiid sectors of a few regions that 
enjoy autonomous expansion in output achieve 
faster productivity growth, faster reduction in unit 
production costs, and faster technical progress. 
These regions continuously giun, while other regions 
continuously lose, prominence in the countiy's 
industiiid sector. 

A cumulative cycle of regional growth differences 
in Indian industry between 19,59-60 juid 1997-98 



has been noted (Thomas, 2003). Some States, 
particularly Maharashtra and Gujarat, realized 
the potential economies of scale in their major 
industries; as a result, the whole factory sectors of 
these States iU'e characterized by increasing returns to 
scide. Technicid progress, measured by Iresli cajjitid 
investment or Total Factor Productivity growth, is 
idso faster in these States than elsewhere. At the 
siuiie time, the eastern States of West Bengid iuid 
BiliiU" failed to realize potential economies of scale 
iuid these States lost out in tiie cumulative cycle of 
regioriid growth ddferences. 

5.0. State Finances and Growth Prospects 

Recognising the need for fiscid consolidation, the 
Thirteenth Fiiiiuice Commission (TFC) in 2009- 
10 set out a roadmap for fiscal correction and 
consolidation in the medium term, both for the 
Centre and State governments. In the Union Budget 
2010-11, the Central Government iuinounced the 
process of fiscal consolidation in terms of rolling 
targets for 2010-11 to 2012-13. The budgets of 
the State governments for 2010-11 reflect their 
commitment to resuming the process of fiscal 
consolidation. Importantly, with the enactment of 
the FRBM Act in West Bengal and Sikkim, all 
the States iu"e expected to follow a rule-based fiscal 
policy, as under the Jimended FRBM Act. 

According to aiiidysis by the Resen-'e Biuik of India, 
of the 28 States, 17 States have budgeted revenue 
surplus m 2010-11 as agiunst 14 States m 2009-10 
(RE). The Tliirteentii FC has suggested a roadmap 
for medium-term fiscal correction to be undertaken 
by die State governments. The emphasis has been 
on achieving higher own revenue receipts through 
various tax measures, while specific policy measures 
have been announced to address the rise in prices of 
essential commodities. The policy iumouncements 
made in the State budgets also cover specific 
initiatives aimed at developing die social, economic 
iuid infrastructure sectors on a PPP basis. 

Deterioration in State finances was significant, 
particularly in 2009-10, when revenue deficit re- 
emerged at a consolidated level after a gap of three 
yeiirs iind the gross fiscid deficit shot up above 3 
per cent of GDP. Re\ised estimates available for 
2009-1 0 show further deterioration over the Budget 
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estimates. However, foreseeing better growth 
prospects, States have proposed to revert to the 
patli of fiscal consolidation in 2010-11 as reflected 
in their budget estimates. The emerging pattern of 
aggregate expenditure, however, shows that growth 
in development expenditure would be lower than 
non- development expenditure. 

The emerging pattern of expenditure, however, 
shows that as a ratio to GSDP, development 
expenditure, capital outlay, and social sector 
expenditure ju e expected to be lower in niiuiy States, 
niising concerns about tire cjuiility of fiscid adjustment 
being undertaken at the State level. 

The expenditure strategy of State governments, 
in recent years, is manifested in efforts to conti'ol 
non-development revenue expenditure, mostly 
administrative sendees iind debt sendees expenditure, 
so as to provide more resources for development 
expenditure in social sectors. Although tlie level of 
revenue expenditure increased steadily in absolute 
terms durmg 2004-0,5 to 2007-08, the RE-GDP 
ratio recorded a decline due to various expenditure 
reform measures. The RE- GDP ratio, however, 
increased in 2008-09 due to the upward re\dsion 
ol wages and sjiliiries in some States. An increase 
in RE-GSDP ratio was seen in all non-special 
category States except Andhra Pradesh, Bihar, 
Hiuyana, Kiirnatiika, Kenila and Punjab in 2008- 
09. Development revenue expenditure as a ratio to 
GSDP (D RE-GSDP) also increased in non-special 
category States; the exceptions were Karnataka and 
Punjab, which witnessed a miirginiil decline in 2008- 
09. Within development revenue expenditure, the 
expenditure on sociiil sendees increased substantially, 
while growth in expenditure on economic sendees 
decelerated in manv States. 



Non-special category States, as a group, exhibited an 
increase in development expenditure (both revenue 
iuid capital) as a ratio to aggregate expenditure (DE- 
AE) from 2004-0,5 to 2008-09. Notwithstanding 
the above, the development expenditure in terms 
of GDP (DE- GDP) showed a steady increase 
during 2004-0,5 to 2009-10 (RE). Although there 
was iui improvement in the DE-GDP ratio at the 
consolidated level rn 2009-10 (RE), a few States, 
\dz., GujiU"at,Jhiuklrand, Kerala, Tiunil Nadu, Uttiir 
Pradesh iuid West Bengal, recorded a decline in 
DE-GSDP ratio. 

An analysis ol State frnances during 2008- 09 to 
2010-11 shows that liriiuices in most States were 
adversely affected by the implementation of 
the recommendations of the Sixth/ State (s) Pay 
Commissron dunng 2008-09 iind 2009-10. Besrdes, 
many States initiated expansionar\' frscal measures 
in the lorm ol tax concessions and exemptions 
and increased expenditure, particularly in 2009- 
10, in order to moderate tire impact ol the overall 
macroeconomic slowdown. In 2010-11, 17 States 
have budgeted revenue surplus. In the majority of 
the States, the RR-GSDP ratio is expected to be 
higher, even tlrough the RE-GSDP ratio is budgeted 
to be lower. In 2010-1 1 (BE), the OTR-GSDP ratio 
is likely to be higher, while improvement in the 
ONTR-GSDP ratio is expected in only a few States. 
Similarly, the majordtN^ of the States were expected 
to receive higher tax devolutions from the Centre, 
which is reflected in higher CT-GSDP ratios across 
States. The persistence ol the revenue deficit in 1 1 
Stiites indicates that these Stiites would continue 
to use their borrowed resources to finance their 
revenue expenditures. ,5.41 The emerging pattern 
ol expenditure across States shows tlrat 21 States 



The Rationale of Investment Meets 

Since the kick-start ol economic reforms in 1991, States have greater lunctioriiil autonomy witlr 
respect to, for instance, gi\dng cleariuices to industrial projects. On the other hand, as discussed 
above, States have rather limited linjuiciiil autonomy. Today, Indiiui States compete wdtlr each other 
to attract investments by ku ge Indian iind foreign corporations. Tlus has a number ol implications. 
Private sector investments in India in recent years have largely been directed to relatively advanced 
regions/cities or to regions that are rich in mineriils or other natural resources. Such a pattern 
ol investments by the private sector during a period when public sector investments have been 
dwindling has intensified regional ineciualities in industrdiil growtlr. State governments try to outdo 
each otiier in giving away tax and other concessions to private industrialists. State governments 
jilso show greater laxity in adhering to en\dronmental and labour standards. ^ 
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Local Economic Development: The New Logic 

IPR wiu" has become a reality in the trade relations between the industriiilized countries, and the 
emerging economies .More specificiilly, India and China are si)eciiil tiugets in this globiil war for 
knowledge resources. China is the key batde field of <m IPR Wju" today. The WiU" tiikes shape from 
hvo iuigles: 1) efforts by other countries to "manage" IPR in that countiy to the best interests of 
businesses in the former countries; iuid 1) China's own wiir on IPR infringements is tliat country. 
The six months' campaigns of the Chinese government targets: a) prevention of production and 
distribution of pirated goods; jmd b) prevention of import jmd export of fake goods. At the other 
end, Europe iuid USA iU'e xdgorously in the China market, to fight it out. The Euro5)ean Union 
opens im SME Centre in Beijing ,helping Eurojjeim SMEs wishing to export to China. Similarly, 
SME China IPR Advisoiy Programme is a new cjunpaign for new companies operating in China, 
which are initiated by the US Department of Commerce (Mathew, 2011). 



finances suffered a setback but needed to revert to 
a fisciil consolidation path. 

State governments have attemjjted to promote 
industrial growth and industriiilisation by providing 
the necessary infrastructure facilities and other 
incentives to industries within their regions. 
Towards this end, the major policy initiatives 
include the setting up of micro-level enterprises 
in every \'illage (Assam), a Margin Money Grant 
scheme for assistance to entrepreneurs belonging 
to Scheduled Castes (SCs) and Scheduled Tribes 
(STs) (Chhattisgarh), a Venture Capitiil Fund iuid 
a Viability Gap Fund to raise capital (Goa), the 
Exclusive Entrepreneurs Development Progr imrme 
for women to set up small and micro-enterprises and 
new emporiums called Haat-cum-shilpgrimr to sell 
hiuidicriift items (Goa), road networks linking ports, 
SEZs and Special Investment Regions (Gujarat), 
facilitating marketing campaigns of handicrafts 
during the Commonwealth Games (Jammu and 
Kashmir), and imprxndng infrastructure facilities to 
encourage tire establishment of small jmd medium 
industries in every district (Karnataka). The 
Maharashtra government envisaged a policy for 
the golden (juadrilateral of Mumbiii-Pune- Nashik- 
Aunmgabad as a focal point of agro industries iuid 
industrial development. In order to enhance the 
competitiveness of industries, the State governments 
of Bihiir, Chhattisgarh and Madhya Pradesh have 
iumounced exemption/ reduction of entiy tax on 
raw inputs/outputs used by industries. 

The political environment in India, as also the 
economic compulsions have contributed to a 



have budgeted lower DE-GSDP ratios rn 2010-11. 
Similarly, the decline in the CO-GSDP ratio in 20 
States may have implications for niising tiie growtli 
potential in these States. The fiscal correction 
through adjustments in development and capital 
expenditures raises concerns about the (jUiditN^ of 
fisciil adjustment being envisaged at the State level. 

While both tire Union and the State Governments, 
from time to time have highlighted the need for 
promotion of MSMEs, both from political and 
economic rationale, the practice of their development 
have remained far away. Data on allocations under 
the Five Year Pkms for the VSI sector by the State 
Government, tell a story which is (juite different. 
It shows that, Jillocations for tire VSI sector highly 
volatile throughout the Eleventh Five Year Plan 
period. Aviiilable data iilso indicates that the volatility 
remains much lower for tire Industry' and Mineral 
sector as a whole, tiran for the VSI sector. 

The above findings need to be examined against 
the overall performance of the States during the 
past half a decade. According to the RBI, the 
improvement in State finances during 2004-05 
and 2007-08 was the outcome of a confluence of 
factors. Wliile the rule-based fiscal policy adopted 
by most of tiie States improved fiscal discipline, 
the correction in State finances was iiided by high 
growth imd the resultiuit increase in the buoyancy 
of the States' own tax revenues as well as Central 
tr'iuisfers imd the implementation of VAT during tiris 
period. With the overall macroeconomic slowdowii 
and the implementation of the Sixth/ State (s) Pay 
Commissions during 2008-09 and 2009-10, State 
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reshaping of the industriid ecosystem of die States. 
It is argued tliat during the period of economic 
reforms, there lias heen a worsening of the position 
of States vis-a-vis the Centre in Centre-State 
financiid relations. Fiscal translers from the Centre 
to the States as a proportion of the countiy's Gross 
Domestic Product (GDP) declined from ,5.07 per 
cent m 1993-94 to 4.02 per cent m 2002-03 (TFC, 
2004, p.39). The 1990s also witnessed a decline in 
die overall tax-GDP ratio in the countiy. The fiscal 
situation in a majorit\' ol Indian States has stiuted 
deteriorating from die late 1980s. The debt-GDP 
ratio of Indian States increased from 2 1 per cent in 
1996-97 to 31.2 per cent in 2002-03 (TFC, 2004, 
p. 41). These factors, together, have put pressure on 
die financiid autonomy of the States. (RBI, 2012) 

As a result ol the above develojjments, capital 
expenditiires by die States had to be cut dowi. It 
is shown that the shiire ol capital outlay in fiscal 
deficit declined from ,50-()0 per cent during the 
early 1990s to 30-3,5 per cent during 1998-99 to 
2001-02. Importantly, not only the low-income 
Sfcites but also the high and middle -income States 
have been plagued by the deterioration ol State 
finances (TFC, 2004, p.48).This brought the state 



governments to a piu'adigm shift in economic policy, 
with wooing investinent from outside as its locus, iuid 
focused investment priorities ol the past, such as, 
development ol MSMEs ,tidsing a back seat. 

Economic growdi across Indian States is apparentiy 
characterized by high degree of increasing returns 
,ie., a lew States or regions possessing some initial 
advjmtages continuously, gain in investments and 
economic growdi idread ol odier States or regions 
in India. There are indications that this process is 
gaining further momentum during the period ol 
economic reforms. The race to the bottom by State 
governments, as above, often has serious political 
implications, as it was noticed in the case ol West 
Bengal, in 201 1. The politics ol praxis tirat emerges 
from such debacles, probably, can lead to much 
greater policy ambivalence, which can even be 
iuititiretical to the goid ol inclusive growdi, as oudiiied 
by the Twelfth Five Year Pkui. 

6.0. Global Dimensions of Regional 
Challenges 

The old emphasis on regional iiidustriid geogi'aphy 
is gi\'iiig way to a new relevance as it emerged in die 



Gujarat :MSME Highlights ^ 

Gujarat is one ol the most developed juid iiidustriidized States ol the couiit\',a prelereiitiid 
destination for the investors over the last decade. 

The State accounts lor ,5 per cent ol India's population, but contributes 7.2% ol India's 
GDP. 

With the niiuiulacturing sector constantly growing, the siiiidl and medium enterprise have 
played a noteworthy role in shaping the iiiaiiulacturiiig sector. 

The secondary sector accounts lor 3,5.9 % ol the GSDP , juxtaposed with the lower natioiiid 
siu-e(24.4 %). 

Gujarat contributes around 1,5% ol operatioiiid MSMEs in India. 

Significantly high MSME birth rate: from 3 lakh registered uiiits( 2006) to 3.95 lakh registered 
units (2011). 

Sigiiilicmt reduction m die iimiiber of tiosed miits : from 22.04%(2001-02) to 12.27%(2006-07). 

There iu'e 83 {H'oduct iiiulti location iiidustiiid clusters .Exiuiiple: Foundiy cluster in Ahmedabad 
iuid Rajkot, Electricid Engineering Cluster in Baroda, Textile and Diamond Clusteriii Surat, 
Ceramic Cluster in Morbi iind Kadi, Cotton-Ginning, Pliariiiaceuticid Cluster in Alimedabad- 
Baroda, Celiuiii Husk Cluster in Unjha-Mehsiina . 

State Industries Department is setting up Skill Upgradatioii Centers (SUC) for MSME 
manpower in GIDC Estates . 
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Table7. 2: Eleventh Plan: Ranking of States According V&SI Allocation 



SI. No. State Name 


Total Plan 


I&M 


V&SI 


Share of 


RankShare Rank 




Size 




(Lakh) 


V&SI 


of V&SI 






(Lakh) 






to TPS (%) 


to I&M (%) 




1 Assam 


3145651 


62650.72 


29384.70 


0.93 


10 


46.90 


14 


2 Andra Pradesh 


18779675.00 


318671.43 


197451.10 


1.05 


9 


61.96 


10 


3 Arunachal Pradesh 


850707 


5800.00 


3973.00 


0.47 


25 


68.50 


9 


4 Bihar 


8370000 


213711.32 


44421.82 


0.53 


23 


20.79 


28 


5 Chattisgarh 


5790048.003 


105465.80 


13277.71 


0.23 


33 


12.59 


31 


6 Goa ^^^H 


• ll43765 


30445.35 


12194.85 


1.07 


8 


40.05 


21 


7 Gujarat 


12850000 


427345.37 


90353.95 


0.70 


18 


21.14 


27 


8 Andaman 


11450385 


3275.00 


3275.00 


0.73 


16 


100.00 


li 


9 Dadra 


91455 


573.00 


573.00 


0.63 


19 


100.00 


1 


10 Daman^^^^^^l 


■ 87019 


4093.00 


267.00 


0.31 


29 


6.52 


33 


11 Delhi 


5553300 


38380.00 


15541.00 


0.28 


31 


40.49 


20 


12 Haryana 


6056800 


160780.00 


22267.00 


0.37 


28 


13.85 


30 


13 Himachal Pradesh 


1350000 


12263.28 


9582.42 


0.71 


17 


78.14 


8 


14 Jammu 


2846297 


53839.99 


20720.99 


0.73 


15 


38.49 


23 


15 Jharkhand 


4745375 


79131.00 


36629.00 


0.77 


14 


46.29 


15 


16 Karnataka^^^^^^ 


14259149 


323598.00 


127309.00 


0.89 


11 


39.34 


22 


17 Kerala 


4560547 


164127.00 


100255.00 


2.20 


1 


61.08 


11 


18 Lakshadeep ^| 


■ 149344 


917.00 


885.00 


0.59 


21 


96.51 


4i 


19 Madhya Pradesh 


8436777.53 


109831.62 


48208.39 


0.57 


22 


43.89 


17 


20 Maharashtra 


15305296 


88890.49 


46174.85 


0.30 


30 


51.95 


13 


21 Manipur 


1084431 


41997.66 


18698.16 


1.72 


4 


44.52 


16 


22 Meghalaya^^^B 


■ 967700 


19070.00 


5890.00 


0.61 


20 


30.89 


25 


23 Mizoram 


630000 


13066.50 


12476.50 


1.98 


2 


95.48 


5 


24 Nagaland^^^^B 


P 691000 


22687.00 


11930.83 


1.73 


3 


52.59 


12 


25 Orissa 


4830500 


30172.02 


25430.00 


0.53 


24 


84.28 


7 


26 Puducherrj^^^^l 


Pl070500 


119151.15 


12391.55 


1.16 


7 


10.40 


32 


27 Punjab 


4059100 


15452.60 


15452.60 


0.38 


26 


100.00 


1 


28 Rajastan 


9446086 


78975.13 


10971.55 


0.12 


34 


13.89 


29 


29 Sikkim 


516314 


9474.32 


4017.08 


0.78 


13 


42.40 


18 


30 Tamil Nadu 


9110300 


273407.48 


115309.51 


1.27 


6 


42.17 


19 


31 Tripura 


816000 


18637.55 


7121.80 


0.87 


12 


38.21 


24 


32 Uttar Pradesh 


18800000 


1275525.00 


44731.00 


0.24 


32 


3.51 


34 


33 Uttarakhand 


2955444 


12115.94 


11034.94 


0.37 


27 


91.08 


6 


,34 West Bengal 


7510138 


315446.84 


95609.00 


1.27 


5 


30.31 


26 



Total 177309103.5 1213809.30 0.68 
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recent past. This relates to the geography-hnked 
properties of the products and their origins - he 
it due to geological and environmental factors, 
or special or traditional skills, or the ahilit\' and 
knowledge of the artisans imd workers which miike 
them unicjue, and recognized as such. 

Apart from the thrust on investment 5)romotion and 
of attracting FDI, India need to have a more focused 
attention on its IPR regime, with speciiii thmst on the 
SMEs. The Stiite governments can, iuid must, play 
a key role in this regard for their own interest. The 
Union Government should give speciiil assistiuice 
to such initiatives of the State governments under 
flagship programmes like die NMCP. 

7.0. Regional MSME Experience of Gujarat 

As in 2012, India has a specific hackgi'ound within 
which the performance and prospects of its MSME 
sector need to he examined. The countiy is slowly 
moving away from its high growth phase. The globiil 
economic scene has adversely affected its export 
prospects. On a mood of general elections, and 
where tire regional political parties are emerging 
influential, public policy in the Stiites also is likely 
to get influenced in piirticukir directions. 



The industrial geography of India is characterized 
by a strong interdependence of the corporate sector 
iuid the MSMEs, through backward and forward 
linkages. However, such linkages are conditioned, 
to a significant extent, by the contiguity' iuid dispersal 
of enterprises. Besides, 5)ublic policy today is kirgely 
tuned to tiie context of industriiil clusters ratiier than 
firms that are largely stand-alone. 

The MSME geogi'aphy of the countiy is chiu'acteiized 
by the predominiuice of fifteen States, which, to a 
significant extent, shape its all-India pattern of 
concentration. It is important to note that, these 
states together constitute a major jwt of the MSMEs, 
as per the latest iill-India Census of MSMEs. 

Though having a long tradition of industriiilization, 
Gujarat demonstrates a mixed picture of an MSME 
demography iunong its various districts. It is these 
demographic variables that often give visibility 
to MSMEs in the State. Visibility, and business 
demography as a sub discipline, are ill-developed 
in India. Visibility is often explained in terms of 
number of units juid tiieir empkninent contiibution, 
iuid the reiil vjilue of these variables often change 
drastically. Cross sectioned demographic data for the 
year,2006-07 are avidlable from the Fourth Census 
of MSMEs, as given in the following tables: 



~ New Textile Policy to Energise the Textiles Hubs 

In the Textile and Apparel (Giument) value chidn, development of gcument sector in Gujarat is 
not very impressive. In order to address this Problem die Government has jmnounced die new 
Textile Policy,2012. The Policy envisages a ' Fiuin to Fabrics' approach ,TOtli due consideration 
for the whole textile vidue chain. To promote spinning activities it is i)ro\ided Rs.70.46 crores 
as section-I New Item. With the objective of nourishing the value cliiun for the overall growth of 
cotton textiles,on the one hand, and synthetic filament textiles on the other, tiie State Government 
intend to provide necessiuy support. Such support will cover the entire value chain i.e Ginning, 
Si)inniiig, ,Wea\ing, Dyeing & Processing, Knitting, Apparel, Garmenting iuid Technicid Textiles, 
either for new investment iuid expansion, or for technology upgradation, in order to become 
internationally competitive . 

A key problem, as identified by the Government, is the shortage of skilled man power in die field. 
The Policy, therefore, intends to extend specific support to develop manpower. The proposed 
initiative seeks to provide sujjjjoit for setting up Training Institutes, in specific, for weaving & 
Appju'el sectors. It also envisages a Centre of Excellence in the ju ea of hi-tech iuid Technicid Textile 
to address on product development, incubation, customized training, iuid services for industries. 
The proposed initiative is expected to provide new business opportunities and substaiitiid rural 
women employment in textile hubs like Ahmedabad. 
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7. 1. Enterprise Health and Morbidity 

How does a State or die constituent districts perform 
in relation to the heiilth of its MSMEs? The popular 
perce])tion olten goes iilong with the rate of new- fimi 
creation. It is iilso assumed tliat new firms continue 
their operation for a sizeably long time. Therefore, 
industrial sickness and closure of units is often 
considered , in the popubu" eye, as iin indicator of 
inelficiency of tlie government in power. This is not 
always tiue. 

Enterprise demography explains the dynimiics of 
enterprise structure. Enterprises cannot be created 
simply tlirough policy measures. The limited role of 
public policy is to niJike available the right incentives 
and market signals to the private entrepreneurs. 
These incentives and signals will remiiin clear to 
the business communit\' only if tire demographic 
variables are properly iuiidyzed, iuid the changes 
therein are monitored on a continuous basis. 

Demography encompasses the study ol the size, 
structure and distribution population, and how 
population chiuiges over time due to birtlis, deaths 
migiation iuid ageing. Likewise, business demography 
data presents the "stocks iuid flows" ol entei7)rises as 
an indicator of business (hiiamism in a given sector 
and economy. In addition to the population of 



active enterprises, the birdis, sunivals and deaths of 
enteri)rises are recorded. Genuine births iind deadis 
iire such subsets of the wider concepts of enterprise 
creations and cessations. A creation is considered 
as a birth, only if the enterprise is created from 
scratch. Ecjually, a cessation is considered a death, 
only if it is actually closed down and ceases acti\it\'. 
An enterprise is alive as long as it shows activity in 
terms of emplo\inent and / or turnover. 

Birtlis do not include entries into the population 
due to mergers, break-ups, split-off, restructuring 
of a set of enterprises or addition of new activities. 
An enterprise creation can be considered an 
enteri)rises or addition of new activities. An 
enterprise creation can be considered enterprise 
birth, if new production factors, in piuticuku", new 
jobs are created. If a dormant unit is reactivated 
within two years, this event is not considered birth. 
Deaths do not include exits from die population due 
to mergers, take-overs, break-ups or restructuring of 
a set of enterprises. It does not include exits from 
a sub-population resulting only from a change of 
acti\ity. According to Eurostat Glossiuy of Business 
Demography, dn enterprise is included in the count 
of deaths only if it is not reactivated within two years. 
Eqiudly, a reactivation widiiii two yeiirs is not counted 
as a birth. 



New Textile Policy to Energise the Textiles Hubs \ 

In the Textile iuid Apparel (Giunieiit) value cliJiin, development of gjunient sector in Gujjuat is iiol 
veiy impressive. In order to address tiiis Problem the Government has announced the new Textile 
Policy,2012. The Policy emisages a ' Farm to Fabrics' api)roacli ,witli due consideration for die 
whole textile value cliiun. To promote spinning acti\ities it is prorided Rs.70.46 crores as section-] 
New Item. With the objective of continuing die leadership in the textile industiy witii a vision oi 
enhiincing the sustainable growth of farmers by way of value addition and to strengthen the value 
chain for the ovendl gi'owtli of cotton textiles,on the one hiuid, and synthetic fikuiient textiles on 
the other, the State Government intend to provide necessary support for entire value chiiiii i.e 
Ginning, Spinning, ,Weaviiig, Dyeing & Processing, Knitting, Appai'el, Gimiieiitiiig and Techiiica 
Textiles, either for new investment iuid expiinsion, or for technology upgradation, in order to become 
internatioiiidly conii)etitive . 

A key problem, as identified by the Government, is the shortage of skilled niiuipower in the field 
The Policy, therefore, intends to extend specific support to develop manpower in the field. The 
])roposed initiative seeks to provide support for setting up Training Institutes, in specific, for wea\in^ 
& Appiirel sectors. It idso emisages a Ceiiti e of Excellence in die ju ea of hi-tech juid Techiiicid Textile 
to address on product development, incubation, customized tnuning, and senices for iiidustiies 
The proposed initiative is expected to pro\ide new business oi)i)ortunities iind substiintial rura 
k women employment in textile hubs like Alimedabad. J 
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Table: 7.3.Health Status of MSMEs in Gujarat(2006-07) 



Sr 


District 


Working 
Units 
(W) 


Ck)sed 
Units 
(C) 


Untracea- 
ble 
Units (N) 


Total 
(T) 


(C+N) 


W- 

(C+N) 


W- 
(C+N) 
AT 


1 


Kachchh 


4990 


752 


473 


6215 


1225s 


3765 


0.61 




Banaskantlia 


5162 


1287 


389 


6838 


1676 


3486 


0.51 J 


3 


Patan 


2821 


655 


193 


3669 


848 


1973 


0.54 


r 


Mahesana 


1 5794 


122^1 




7593 


1799 


3995 


0.53 1 


5 


Sabiukantha 


7431 


1604 


530 


9565 


2134 


5297 


0.55 




Gandhinagar 


5748 


1437 


401 


7586 


1838 


3910 


0.52^ 


7 


Ahmedabad 


48554 


1120 


12864 


62538 


13984 


34570 


0.55 


8 


Surendranagar 


6915 


1235 


510 


8660 


1745 


5170 


0.60 ^ 


9 


Rajkot 


25007 


5905 


1551 


32463 


7456 


17551 


0.54 


10 


Janmagai' 


9785 


2642 


695 


13122 


3337 


6448 




11 


Porbandiir 


1725 


302 


85 


2112 


387 


1338 


0.63 


12 


Junagadh 


B 6084 


1528 




8166 


2082 


4002 


0.49 1 


13 


Amreli 


2036 


367 


260 


2663 


627 


1409 


0.53 


^14 


Bha\'nagar^^^| 


W 9635 


1037 


1112 


11784 


2149 


7486 


0.64'^ 


15 


Anand 


5591 


435 


1 


6027 


436 


5155 


0.86 


16 


Kheda 


J' 7798 


1315 


657 


9770 


1972 


5826 


0.60 ^ 


17 


Panchmahal 


3737 


413 


0 


4150 


413 


3324 


0.80 


18 


Dahud 


^ 1417 


69^^| 




1486 


69 


1348 


0.91 J 


19 


Vadodara 


12948 


1375 


1 


14324 


1376 


11572 


0.81 


20 


Narmada 


1 992 


196^ 




1 1208 


216 


776^^ 




21 


Bhiuuch 


9197 


2128 


1710 


13035 


3838 


5359 


0.41 


22 


Surat ^^^^^H 


1 28444 


739 1| 




35835 


7391 


21053 


0.59 1 


23 


Dang 


514 


30 


0 


544 


30 


484 


0.89 


24 


Navsari 


W 4903 


o^^l 




5072 


169 


4734 


0.93^ 


25 


Vidsad 


11350 


429 


0 


11779 


429 


10921 


0.93 


26 


Tapi ^^^^^H 


1 1161 


64^1 




1 1225 


64 


1097 


0.90j 




Total 


229738 


34945 


22745 


287428 


57690 


172048 


0.60 



Source: Government of Gujaiat Department of Industries and Mines, Computation by ISED Small 
Enterprise Obsenatory 
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Sundval occurs if enterprise is active in terms of 
emplo\ment and/or turnover in the year of birth 
and tlie following year(s) in either of the following 
ways: 

• An enterprise born in year xx is considered 
to have survived in year (xx+1), if it is active 
in terms of turnover and/or employment in 
any part of year (xx+1) (= survival without 
changes). 

• An enterprise is also considered to have 
sundved if the linked legiil unit(s) have ceased 
to be active, but their activit\' has been tiiken 
over by a new legal unit set up specifically to 
take over the factors of production of that 
enterprise (-survival by take-over). 

Based on die above definitions, tlie key demographic 
indicators for anjilyticiil purposes are as follows: 

Birth Rate: Reiil enterprise births of year 'n', as a 
percentage of the population of active enterprises 
of year 'n' Survival Rate: The percentiige of all real 
enterprise births of year 'n' which ju'e still active in 
year (n+x). Currently, 2-year sundviils jue observed 
in the structured indicators; dierefore, x=2. 

Death Rate: Real enterjjrise deaths of year 'n', as a 
percentage of the population of active enterprises 
of yeiir 'n'. Trends in the number of newly created 
enterprises become more meaningful when 
transformed into a ratio. The ratio of new firms to 
the stock of existing firms, called the natality rate, 
is a rough index of new firm creation. Another 
ratio often used is the number of new firms (in a 
sector) as a share of the number employees(in that 
sector). The ratio of new enterprises per thousand 
employees is called the fertility rate. The connection 
with employees has been rationidized in terms of 
the significant role of the SSI sector in employment 
generation. SMEs have been growing at 35% 
annually over the last two years; diis is likely to go 
up by 40%, given some favourable conditions and 
inten'entions. 

A crucial problem which prevents a meaningful 
analysis of enterjjrise demography in India is the 
lack of relevjmt and reidistic data on business births 
and deatiis. However, we have attempted to arrive 
at a picture on the net heidth position of this sub- 



sector in terms of a simple variable: number of live 
units. Data brought out by Office of the DC(MSME) 
indicates only the total number of units registered in 
a particular yeju", as well as the cumulative number. 
These figures, however, do not tell us how many of 
the earlier units have sundved. In order to airive at 
the sundvid rate, we estimated die death rate for the 
period 1972-98 with the help of suitable of proxies. 
Four all-India studies on SSIs conducted so far, \dz. 
tiiree Census by tiie Office of the DC(MSME), iuid 
one by Resen'e Biuik of India, have arrived at the 
percentage of closed or untraceable units. They iu'e 
38% (DCSSI-1972 Census) 40.99% (DCSSI-1988 
Census) 39% (DCSSI-2002 Census) mid 34.5% (RBI 
1977 Census). A weighed average of these three 
figures (i.e. 36%) was used as the proxy, based on 
which, birth rate was estimated at 43%. 

Since 1992-93, there has been a rise in MSME 
birdi rate at the natioiiid level. This cjui be explained 
largely in terms of enhanced initiatives of the 
Government dirough specific schemes like PMRY, 
and through Eiitrepreiieurship Development 
Prognmimes. Besides, there has idso been a renewed 
interest iuiiong entrepreneurs to register their units, 
though the stipulation of coiiipulsor\' registi atioii was 
done away with, and the new practice of submitting 
iui 'Entrepreneur's Memonmdum' was introduced 
under he MSMED Act, 200(5. 

The trend relation to death rate complements die 
results regarding birth rate. While the birth rate 
grew during the post-1992 period, as indicated by 
the estimated value of the birth rate, the death rate 
idso should have gone up. The explaiiaton' vaidables 
need to be further looked into. 

A satisfactoiy perforniiuice of the SSI sector would 
imply a significiint inecjuality between birth and death 
rates. However, the t^vo rate cun'es, birth and death 
rates, show a uniform pattern. Wliere a 43% chiuige 
in birth over a year corresponds with a 36% death of 
units over that period, in essence, implies that the 
effective iiatidit\' rate is only 7%. This indicates that 
the thrust of iuiy meaningful SSI policy should be 
to bring dovwi death rate rather than on enhanced 
birth rate. 

Bringing down the business death rate recjuires two 
type^ of steps: 
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• Mimiten;mce of a conductive policy emii'onment 
for the existing enterprises: this should include, 
interventions hoth on hoth supply -side and 
demand-side. 

• Mainteniuice of enterprise hejilth standards: 
This recjuires continuous monitoring of the 
demograpluc helmdor so tiiat die circumstiuices 
under which a unit hecomes sick is understood 
properly and corrective or precautionaiy steps 
taken. The present thrust at the national level is 
kirgely connective; it is \'itiil that preventive steps 
are tiiken at the appropriate time and niiumer. 
All these recjuire significant monitoring of 
enterprise health on a continuous basis. 
Scientific models of enterprise development 
should form the basis of promoting start-ups 
as also for nurturing growtli. 

The beha\'ior of natiilit)' ratio and fertility rate were 
analysed with tire help of (kita for the period 1973- 
74 to 1997-98. The results indicate a one-to-one 
correspondence of both fertility' and natality. This 
imi)lies tliat, as new firms get registered, emi)loyment 
also go up. Per unit emploAiirent, however, declined 
significantly. 

The results, however, need to be interpreted 
with caution. Wliile the grajjhs indicate a normal 
growth over tiie period, it does not, indicates much 
less structural chiuiges in terms of technology or 
organization. We cjm, tlierefore, surmise that, had 
such structural changes taken place significantiy, it 
would have been reflected in the fertilit\' rate. 

In India, the 1990s marked a significant increase 
in terms of number of SSIs registered. While, 
juxtaposing diis growth cun'e with the fertility cun'e 
and the natidit\' cun'e, lead us to some interesting 
conclusions: 

• The number of units have increased, but per 
unit empk)yment over tire period 1988 to 2001- 
02 shows a declining trend. 

• The extent of sickness, as per the latest 
definition of the Reser\'e Bank of India, (Kohli 
Committee), shows a declining pattern; it 
declined by 7% over the period, on an all-India 
basis 



• As tlie extent of sickness declines, one would 
naturally expect an increase in employment, 
unless major technologicid changes have taken 
place in tire SSI sector as a whole. However, 
available data iind information do not suggest 
such major changes, especiiilly, when, 99.5% of 
the units are in tlie tiny sector. 

• The above contradictory situation demands 
more detiuled studies on tiie cmciiil demographic 
viu iables as well as of the data-collection system 
as a whole. 

Monitoring of enterprise health is a crucial area 
of pkmning for enterprise development. Though 
in India, there are is formed mechimism for such 
monitoring, the financiid institutions keep a watch 
over the business as which they have financed. 
According to the prudential norms applicable to 
banks in the country, the heidtli of liusinesses is 
measured with the yardstick called 'non-performing 
assets'(NPAs). According to the RBI definition, iui 
asset is classdied as a " non-perfomdngasset(NPAs)"d 
dues in the fonn of i)rincipid iuid interest iu'e not pidd 
by tire borrower for a period of 180 days. However, 
witii effect from March 2004, default stiitus would 
be given to a borrower if dues are not paid within 
90 days. If <my adviince or credit facility granted 
by a bank to a borrower becomes nonperforming, 
then tlie bimk will have to treat all the advances/ 
credit facilities granted to that borrower as non- 
performing. 

While the following table does not provide 
longitudinal data that help a meaningfid analysis 
of business demography, an estimate of average 
morbidity,' gives some important indications on the 
relative healtli status of MSMEs iimong different 
districts of tlie State.The average morbidity has 
been estimated witii the help of a morbidity,' index 
as follows: 

Working units -(closed+not found) 

Heidth Index = 

Totid Units 

Expressed as a ratio, the Health Index gives an 
indication of the probability,' of an existing unit 
remaining Irealtliy. The index can also be expressed 
as a i)ercentage, which gives tire indication as to what 
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Table 7.4: District Wise Employment in MSMEs(2006-07) 



Sr. No. 


District 


Rural 


Urbiui 


Combined 


Mean Employment 


1 


Kachchh 


0 


11969 


11969 


2.40 




Banaskantha^H 






W' 1320ir^ 


2.56^^^^ 


3 


Patau 


3022 


3663 


6685 


2.37 




Mahesana ^^^H 




1141^H 


■ 22304"^^ 


3.85 


5 


Sabarkantha 


29458 


17406 


46864 


6.31 




Gandhinagai" 


15904 


20880^1 


36784 J 


^^^_6^40^^| 


7 


Ahmedabad 


27752 


335150 


362902 


7.47 




Surendnmagar 


8855^1 


1 23018^1 


1 31873^^ 


^^p^~46r^^| 


9 


Rajkot 


90682 


77318 


168000 


6.72 




JcUiinagar ^^^H 


1 6530^H 


■ 17861^H 


■ 2439 l^H 


2.49 


11 


Porbimdar 


1872 


4020 


5892 


3.42 




Junagadh^^^^H 




■ 16641^H 


^22U^H 


^^^3^4^^H 


13 


Amreli 


130 


6232 


6362 


3.12 




Bhaviiaga^^^^H 




^ 2105^^1 


^ 22363"^ 


2.32^^^| 


15 


Anand 


2054 


13090 


15144 


2.71 




Khed^^^^l 




K 14121^^ 






17 


Piuichmiilral 


5645 


9085 


14730 


3.94 




Dahod^^^H 




4486 




3.68,^^1 


19 


Vadodiira 


27399 


63368 


90767 


7.01 




Ncirmada ^^^H 




1 2915^1 


^^^oo^^H 


^^P^To?^^! 


21 


Bhamch 


1175 


67493 


68668 


7.47 




Surat ^^^^^^1 




■ 195440 


196112 J 


6.89 


23 


Dang 


1535 


0 


1535 


2.99 




NavsariH^^^^H 




^J^58^^^ 


1 10588 J 




25 


Valsad 


20 


84213 


84233 


7.42 




Tapi ^^^^^^H 




^ 41 12^^^ 


^ 4141^1 


3.57^^^^! 




Totiil 


248379 


1041650 


1290029 


5.62 



Source: Government of Gujarat Department ot Industries and Mines, Computation by ISED Small 
Enterprise Obsen atory 
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Table 7.5:District wise Assets in MSMEs (06-07) 





Sr. No 


Disti-ict 


Fixed Assets 
(In Crore Rs.) 


Per Unit Fixed Assets 
(In Lakli Rs.) 




1 


Kachchh 


1417.81 


28.57 








419.60 


^^^^^8J3__^^^^^^^| 




3 


Patau 


236.30 


8.37 






1 Mahesaii^^^^^^^l 


589.65 H 


^^^^|l0.18 ^^^^^^^1 




5 


Sabarkantlia 


457.14 


6.15 






1 Gandhinagai^^^^l 


1064.46 


^^^^^8.52 ^^^^^^^^1 




7 


Ahmedabad 


3241.97 


6.68 






P SurendranagcU" 


1117.46 ^1 


^^^^|l6.16 ^^^^^^^1 




9 


Rajkot 


1830.79 


7.32 




10 


JcUiiiicigar ^^^^^H 


^^^^^m5_^^g 


^^^^^5.21 ^^^^^^^^ 




11 


Porbandar 


176.67 


10.24 






1 Junagadh ^^^^H 


507.94 ^1 






13 


Amreli 


143.55 


7.05 




14 


Bha\'nagar ^^^^^H 


1221.26 ^1 


^^^^^2.67 ^^^^^^^^1 




L5 


Anand 


1351.56 


24.17 


\\ 
II 


16 


Kheda ^^^^1 




^^^^1 1.08 ^^^^^^^1 




17 


Piuichmahal 


333.47 


8.92 




18 


Dahod ^^^^^ 


229.68 


^^^^^6.21 ^^^^^^^g 




19 


Vadodiira 


823.74 


6.36 


r 




Narmada 


154.59 H 


^^^^15.58 ^^^^^^^ 




21 


Bharuch 


373.22 


4.06 


r 


22 




^^V' 3542.32 


^^^^^2.45 ^^^^^^^^ 




23 


Diuig 


223.05 


43.40 




24 


NavscU'i ^^^^^^^^ 


342.31 ^1 


^^^^I 6.98 ^^^^^^B 




25 


Valsad 


1612.15 


14.20 




26 


Tapi ^^^^^^^H 




^^^^^.47 






Total 


22084.28 


9.61 



Source: Government of Gujanit Depiirtment of Industries mid Mines, Computation by ISED Smidl 



Enteiprise Obsenatoij 
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Table.7.6:District wise Investment in Plant & Macchinery by MSMEs (2006-07) 



Sr . No. 


District 


Plant & Machinery 
(In Crore Rs.) 


Per Unit Pkint& 
Machmeiy (In Lakli Rs.) 


1 


Kachchh 


1086.75 


21.90 




1 Banaskaiitlia ^^^^^ 


^^^^^^^k07.94 


^^^^^^5.96 ^^^^^^^^^ 


3 


Patiui 


177.59 


6.29 


■1 


1 Mcihesana ^^^^^H 


^^^^^^^■441.54 




5 


Sabarkimdia 


347.04 


4.67 




1 LTanamnagar ^^^H 


^^^^^^^^^M/ 1 0.00 




7 


Ahmedabad 


2346.20 


4.83 




1 Surendranagar ^^^H 


^^^^^^852.13 


^^^^B 12.32 ^^^^^^H 


9 


Rajkot 


1353.95 


5.41 




JamnagcU' ^^^^^H 


^^^^^B389.40 


^^^^^3^98^^^^^^^H 


11 


PorbandiU" 


135.23 


7.84 




1 Jimagadh ^^^^^H 


^^^^^^V366.59 


^^^^^^6.02 ^^^^^^^^ 


13 


Amreli 


109.16 


5.36 


[ 14 


Bha\aiagar 


^^^^^H915.67 


^^^^^9.50 ^^^^^^^ 


15 


Aiiand 


1036.24 


18.53 




I Klieda H^^^^^^H 


^^^^^^■45.62 


^^^^^0^58^^^^^^^H 


17 


Panchmahiil 


254.17 


6.80 




r Daliod Jjj^^^^^^H 


^^^^^^^■175.16 




19 


Vadodara 


511.60 


3.95 


[ 20 


Narmada 


^^^V'' 118.94 


^^^^11.99 ^^^^^^1 


21 


Bharuch 


140.12 


1.52 




L Surat ^^^^^^^^^1 


^^^^L 2691.61 


^^^^^9.46 ^^^^^^ 


23 


Dang 


171.08 


33.28 




1 Navsari^^^^^^^^l 


^^^^^263. 95 ^1 


^^^^5.38 ^^^^^1 


25 


Valsad 


1220.35 


10.75 


26 


Kachchh ^^^^H 


^^^^^^58.65 


^^^^^5.05 ^^^^^^^ 




Totid 


16293.03 


7.09 



Source: Government ot Gujarat Department ol Industiies and Mines, Computation by ISED Small 
Enterprise Observatory 
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Table 7.8 Districtwise Performance of the Micro Enterprise Sector in Gujarat 



^District 


Year 


Employment 


Investment 


No of Units ^ 


Ahmedabacl 


2006-07 


5663(42.96%) 


13038.46(27.06%) 


569(65.78%) 




2011-12 


69563(78.83%) 


317524.49(62.59%) 


12340(93.51%) 


Surat l^^^Bi 


™2006-07 V 


W 9642(52.20%) 


15189.94(26.48%) 


852(69.55%) 




2011-12 


119626(80.64%) 


159076.86(48.13%) 


22976(93.59%) 


Vadodara 


2006-07 


1159(20.25%) 


2762.91(11.34%) 


103(33.55%) 




2011-12 


15804(67.63%) 


37607.35(48.88%) 


2235(92.81%) 


Rajkot^^^^ 


2006-07 H 


■ 2654(29.80) 


8707.04(15.43%) 


350(65.78%) 




1112011-12 ^ 


■ 20853(66.83%) 


92025.96(40.62%) 


3732(84.18%) 


Valsad 


2006-07 


2428(33.17%) 


2925.09(9.75%) 


136(59.64%) 




2011-12 


3775(49.70%) 


8960.50(21.04%) 


469(79.76%) 


Gujarat Total 


2006-07 


28269(37.14%) 


55106.36(17.72%) 


2581(62.49%) 




2011-12 


272595(75.12%) 


707963.61(48.03%) 


47478(91.69%) 



Source: Government ot Gujiuat, Office of die Inci 
Enterprise Obsenntoiy 

percentage of the units iu"e likely to be heiildiy in a 
particular district. Wliile business births and deaths 
happen correspondingly, what is important from 
die point of \'iew of perfomiance,is not tlie al)solute 
healtli/ morbidit\^ For instiuice, in an industrially 
backwiu'd district, die number of units may be sniiill, 
and most of diem may sundve. On tlie odier liaiid, 
in iuiotlier district, a liu ge number of units may come 
into existence, iind niiuiy may be closed dowii in 
between. Wliat is impoitiint , therefore, is tlie relative 
level in which a distiict keeps its hejilth index, than 
the absolute viilue of the index. As per this criteria, 
three districts, \yl., Aliiiiedabad, Rajkot and Surat, 
keep their health levels within the nuige of 0.50- 
0.60.Hence,itcan be surmised diat MSMEs in tiiese 
districts iire more healthy than their counterparts in 
other districts. 

7.2. Employment Intensity 

EmploATOent intensity is ^mother key criterion of 
performance. As employment concentration in 
a particular district implies that the region gets 
enhanced levels ol income ,and consecjuently 
greater visibilitA^Iii a democracy, such \'isibilit\' has 
greater implications for policy. The following table 



isti'jes Commissioner; computations by ISED Smnll 

I 

on distiict wise eniploTOieiit gives some important 
findings as follows: 

1 . The })er unit eniployiiieiit in the MSME sector 
of Gujarat is 5.62,wliereas the corresponding 
figure t the natioiiJil level is 6.04. 

2. Only the five focal districts of Ahmedabad, 
Surat, Rajkot,Valsad, and Vadodra, exceed 
the national average employment size. The 
exceptions are Bharuch,Sabarkliaiitlia,aiid 
Gandhinagar. 

3. The much lower average eniploTOieiit size in 
most districts of Gujiuat is a reflection of die 
predominance of tiny units. 

Wliile average eiiiployiiient is a cmciid development 
indicator, per unit investment is a criticid variable tiiat 
expkiiiis MSME performance in a regional setting. 
The tables give some important findings in this 
regard. It shows that the two functions of MSME 
development do not necessju ily correspond district 
wise. In the adviinced districts some mushrooming 
of MSMEs has taken place, but in the backward 
districts, capitid iiiteiisit\' is more prominent. Out of 
the five focid districts, per unit investment crosses 
I the state average, oidy in bvo districts, \'iz., Surat iuid 
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Valsad. The indication is that ,investments in the 
MSME sector of Gujarat have generally tried to tiike 
advantage of the natural advantages of location. This 
essentiiilly means that industrial dispersal policies 
are not effective to the extent they are imticipated. 
Public policy should have imi)ortimt implications 
for this finding. 

7.3. Categories of Districts 

Based on the broad patterns as obsen'ed,one can 
identify three categories of districts based on their 
MSME presence: 

7. 3.1. MSME Hubs 

The MSME hubs in the State iU'e those districts 
that are characterized by the concentration of a 
large number of (hiiamic units . As revealed by the 
district level distribution of SMEs in terms of number 
of units , investment iuid employment, Surat and 
Ahmedabad account for over hiilf of the units as 
well as emploTOient created in dris sector . Even 
in terms of investment , they are the tvvo dynamic 
industrialized districts, offering much significant 
opportunities for expansion iuid innovation. Also 
,they are the districts that demand modernization 
of infrastructure, as both districts have a significant 
textiles base, apart from die fact diat Surat happens 
to be the diiunond hub of India. The specific features 
of die MSME Hubs iire as follows: 

Ahmedabad 

Ahmedabad is an industrial hub for textiles and 
is popukuiy known as the 'Manchester of India'. 
Especially due to the presence of several educational 
institutions , the Ahmedabad - Gandhinagar 
Corridor has emerged as an innovative technologicid 
and R&D hub. 

Ahmedabad is developing excellent urban 
infrastructure for its sendees economy . The key 
raw materials such as castor, cotton, cumin, f ennel, 
isabgul, potato, are abundantly available in the 
District. The focus sectors of Ahmedabad, as 
identified by the Government of Gujiirat are: 

• Textiles and Apparel cluster including 
clieniiciils & dyes 



• Drugs iuid Pharmaceuticals 

• Agro and Food Processing 

• Automobiles, Engineering, and Electi'onics 

• Biotechnology' 

• Information Technology 

• Tourism 

Alimedabad is an industriid base for sectors such 
as clieniicids, textiles, drugs and pharmaceuticals 
and agi'o and food processing industries . Textiles 
and Chemicals have been the major sectors of 
investment and employment in the district, since 
1980. Several business conglomerates such as 
Adani Group, Reliiuice Industries, Nirnia Group 
of Industries, Ai^ind Mills, Claris Life Sciences, 
Cadilla Phiuinaceuticids, Shell, Vadilal Industries 
Ltd., Rasna, BoscliRexroth (Germany) , Stork and 
Rollei)aid (Netlierland) are present in the district. 

According to Industrial Entrepreneurial 
Memorandum (lEM) filed from 1988 to 2007, 
Ahmedabad has attracted an investment of Rs. 
15,399 crores (LISD3,7.5,5.8 million) in industries 
such as i)etroclieniicals& refinery, engineering, 
chemicals and drugs and Pharmaceuticals From 
1988 to 1997, investments by in the district 
amounted to Rs. 8,430 Crore (USD 2,056 million). 
Some of the major investments were in chemicals, 
drugs iuid plianiiaceuticals, textiles and metallurgical 
Industries. 

There are many regional growth drivers of 
Alimedabad . Increase in the investments in sectors 
such as textiles, clieniicids iuid agi'o & food processing 
over the last 20 yejus has made Alimedabad has 
emerged as a diri\'ing industriid centre in the Stiite. 
By leveraging the existing textile, chemical and base, 
Ahmedabad is attracting several huge multinational 
giants. The proposed Delhi Munibai Industrial 
Corridor (DMIC), Dliolera (Special Investment 
Region) iind Gujiu at Inteniatiomd Fimmce Tech-City 
(GIFT) are expected to fuel the industrial growth of 
Ahmedabad. A newly emerged corridor bebveen 
Alimedabad and Pune which connects the district 
to other metropolitan cities . 
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Surat 

The development in Surat district could be 
attributed to the presence of a large number of 
diamond processing, textiles and chemical & and 
petrochemical industries. During 2006-07, Surat 
contiibuted a niitximum of 1 1 .5% of Gross Domestic 
Product (GDP) to the State, as compiired to any 
other district of India, Key industiy sectors in the 
Surat district include Petrochemicals, Textiles, 
Diamond processing. Engineering and Logistics. 
Surat is emerging as a potential hub for IT/ITeS and 
Biotechnology industry. There iire over 600 medium 
and large scale industries and over 41,300 small 
scale Industries based in Surat district. Hiizira LNG 
Terminal project is one of the largest Greenfield 
projects in India. Some of the key industriiil players 
having large investments in tire district are Essar 
Power, Indiiin Oil Corp. Ltd., Indiiin Oil Corp. Ltd., 
KRIBHCO, Larsen & Toubro, NTPC, ONGC, 
Reliiuice Industiies, HPCLJndo Burma Petroleum 
Ltd., etc. 

Surat i)rocesses 10 out of 12 viu'ieties of diiuiionds 
in the world contributing to INR 45,000 crore (USD 
10.71 billion), which isapproximately 6,5% of total 
diamond exports from India. 

Sui'at is considered to be the capitiil of synthetic 
textiles, with over 45,000 power looms and provides 
over 7 lakh jobs. It contributes 18% to the total man 
made fiber exports and 40% of miui made fabric 
production in India. Surat has been veiy successful 
in attracting a sizeable amount of Foreign Direct 
Investment (FDI) in various sectors like energy, 
oil, and peb'oleum. A significiint investment of Rs. 
3,000 crore (USD 726 million) m Hazira LNG 
terminal project is one of the kirgest greenfield FDIs 
in India. 

Based on the enormous opportunities of 
ancillarisation offered by the large sector,tliere are 
over 41,300 smiill scale industries (SSI) functioning 
in Surat district. Some of the main industries under 
SSIs in Surat dre textiles, chemiciils dying & printing, 
diamond processing, jhari (Silver) making, and 
engineering jmd related acti\'ities ( manufacturing 
machineries & ecjuipments). Maximum number of 
SSI units (24,000 Units) are related to textile industry 
in die disti ict followed by repiuring & semce industiy 
widr more than 1 1,000 units. 



7. 3. 2. Emerging Districts 

Rajkot, Vadodiu a dnd Valsad belong to the catching- 
up categor\f .They need much significjmt infusion of 
infrastructure and credit. The State government has 
initiated several prognuiimes/scliemes focusing on 
spread of MSMEs into these districts. 

Vadodara 

Vadodara has proximit\' to key industriid centers of 
Gujarat such as Alimedabad, Bliarucli iuid Surat. 
AJong NH-8 connecting to Mumbai and Delhi 
could be considered a major driver for growth of 
the economy. Focus Industiy sectors in the district 
include chemicals, phiumaceuticals, biotechnology, 
petrochemicals and constiuction. Savli Industiial 
Estate, spread across 770 hectares of hmd located 
15 km from Vadodiua city is <m ideal location for 
agri-biotech, biotechnology engineering, plastics, 
export-oriented units and other non polluting 
industries. Some of major players in the corporate 
sector include Alembic, Bliiuat Starch Industries 
Limited, Gujarat Alkalies and Chemicals Limited 
(GACL), Gujarat State Fertilizers & Chemicals 
Ltd. (GSFC), Indian Oil Corporation Ltd. (lOCL), 
Indian Petrochemical Corporation Ltd. (IPCL), 
Apollo Twes Limited, CG Glass Limited, etc. 

There me over 18,000 SSI units in Vadodara, the 
maximum being in the repairing and servicing 
industry (5,713 units). Other key small scale 
industiies include textiles, metid works, chemicals, 
equipments, rubber products and food products . As 
per the Industriid Memoranda (lEM) filed, several 
sectors showed major increase in investments over a 
period of last two decades (1988 - 2007) Investments 
in key industiy segments such as Chemicals, 
Boilers & Steam generating ecjuipments dnd glass 
showed a major increase in the past decade (1988 
- 1997). The gi'owtir in investments in Chemicals 
excluding fertilizers is idmost 98 % over last decade 
(1988 - 1997). Other industr\' segments showing 
growth in investments include sugai", vegetable oils, 
fermentation industries & triinsportation . In the 
last decade (1988 - 1997), maximum investments 
were obsen'ed in the sectors such as Petrochemicals, 
Chemicids, Textiles, Plastics iind Pharmaceuticals. 
Of diese, PhiU'maceuticids dnd Cliemicids were highly 
labour intensive iuid created niiLximum empknment 
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opportunities . In die current decade (1998 - 2007) 
as well, Chemiciils and Pharmaceuticals iu'e among 
the top live investment generating sectors. New 
sectors with high investments during this period 
include Intrastructure, Glass iuid Transportation. 

Rajkot 

Rajkot city is considered the economic, industrial 
and educatiomil hub ol the region. The distr ict boasts 
ol a stock exchiuige, which is linked with exchiuiges 
in Mumbai, Kolkata & New Delhi. Located 
in the south-west region ol Gujarat, the Focus 
industry sectors in the district include Engineering, 
Electi'onics, Textiles & Apparels, Chemiciils and 
Processed foods. Smjill and Medium industries iire 
dominated by loundries, engineering & automobile 
works, gold & silver jewellery, handicnifts, spices, 
medicines & wall clocks. Rajkot is the largest 
producer ol Diesel Engines, Bearings, Kitchen 
Knives and otlier cutting appliiuices. Watch Parts 
and Automotive Parts. 

Some ol die major industr iiil players ha\ing presence 
in the district are Ajanta Electronics P\'t. Ltd., Atop 
Food products, Balaji Wafers Pvt. Ltd., Archer 
Metiils Ltd., Gujiuat Goldcoin Cenunics Ltd., Echjay 
Lidustries Ltd., Atul Auto Ltd., Rolex Rings Pvt. 
Ltd., Gujarat Agro Industries Corporation Ltd., 
Samay Electronics P\'t. Ltd. 

Engineering and Auto jmcilhuies jue \iewed as the 
growth engines of the district .Textiles and Appiirels 
are also emerging sectors. Ajiuita, world's ku'gest 
clock rnanulacturer is present in the district. The 
Focus sectors identified by the Government iu"e: 
Engineering & electronics; Textiles & apparels; 
Chemicals; imd Infrastructure 

The occupatioriiil pattern in Rajkot is priniiuily based 
on rnanulacturing jmd senice sector. About 42% ol 
workers jue engaged in senice activities iuid 34% in 
manufacturing activities. Miuiulacturing activities iire 
concentrated in two main industriiil estates - Aji and 
BhiiktinagiU". In tlie past, Rajkot concentr'ated iuound 
the establishment ol cloth mills. The current trend 
ol industrial growth is towiu'ds the Engineering and 
Autoancilkuy sector. In this sector, diesel engine is 
the leading business with around 10,5 niiinulacturing 
units oi)erational in the district. The district also 



has various manulacturing units for machine tools, 
industriiil eciuipments, lathe machines, rnetiillurgiciil 
industries, electronics, engineering and auto 
iuicillary sector. 

Small jmd medium industries are dominated by 
foundries, engineering & automobile works, textile 
related units gold & silver jewellery, handicrafts, 
spices, medicines, jmd wjill clocks. Jetpur tiiluka of 
die district is liunous lor dyeing iind printing business 
iuid Paddliiui taluka is a centre ol lorginniiig iuid 
pressing business in the entire State. There are 
over 30,463 small scale industries operating in 
Rajkot district in the areas such as Some ol the 
niiiin industries include machineiy, textiles, food 
products, glass and ceramics, and metiil products. 
Maximum number ol SSI units (5,283 Units) belong 
to machineries followed by textiles (4,389 Units) 
Most ol the small scale industries are located at 
tiilukas such as Rajkot, Jetpur, Morbi, and Gondal. 

Valsad 

Valsad district is located at the Southernmost tip 
ol Gujarat, neiu" Gull ol Kliambliat in the Ai'abian 
Sea. Vapi located in Pardi taluka, is an imporbmt 
hub for cliemiciil based industries. Valsad is home 
to 10,716 small sciile industries, involved in dye stuff 
and opticals, cotton textiles,chemicals and lathes & 
machine tools. With over 300 Medium and Large 
Scale Industries, Vapi is the major industriiil center 
in Valsad witnessing a large number ol business 
activities. Textile, chemicals iuid food processing 
sectors have been the other major sectors ol 
Investments and employment in the district. Some 
of the key players having operations in the district 
are Aarti Industries Ltd., Atul Limited, GHCL 
Ltd., Hindustan Inks Ltd., Pidilite Industries 
Ltd., Ruby Mascot Ltd.,Sarigain Steel Ltd., Sun 
Pharmaceuticals, LInited Phosphorus Ltd., Vadilal 
Industries Ltd., Welspun Polyesters India Ltd., 
Wyeth Ltd. 

The Focus industry sectors identified by the 
Government include chemiciils, textiles, horticulture 
and paper industry . Some ol the major tourist 
destinations in die district help growth ol tourism. 
Viilsad is base for sectors such as cliemiciils, textiles, 
iuid paper & pulp industries. Since 1980's, Textile 
and Chemicals have been the major sectors of 
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investments iuid emploAinent in die district. Kiiotoi 
for its mangoes, Vidsad is emerging as a horticulture 
hub of the State, witnessing significiuit i)roduction 
in food grains and crops. With over 300 medium 
and large scale industries, Vapi is a major industrial 
center in Valsad ■witnessing tremendous business 
acti\'ities. 

One of the Asia's largest Common Effluent 
Treatment Pkmt (CETP) is present in Vapi, owned 
by Vapi Waste & Effluent Management Company 
and promoted by Vapi Industriid Association. Over 
1 0,7 1 6 imits of sniidl iuid medium enteqmses (SMEs) , 
involved in different sectors, such as chemicals, 
textiles, engineering, jmd paper industiy etc., are 
present in the district. Sevend i)rivate conglomerates 
are present in Valsad, including Wyeth, Welspun 
Polyesters India Ltd., Aiirti Industi^ies, Atul industries, 
Gujarat Hea\'j' Chemicals Ltd. (GHCL), Raymond, 
Sun Phamraceuticids, LInited Phosphorus, Pidilite 
and Vadilalare Fire Tem})le, Daman and Lady 
Wilson Museum Ltd. etc 

7.3.3. Backward Districts 

Gujarat has eleven districts officially declared 
as industrially backward. They are, Amreli, 
Banaskantha, Bhavnagar, Broach, Junagadh, 
Kutch, Mehsana, Panchmahals, Sabarkamtha, 
SurendnmagcU" & Dang. 

The perspective of the Government of Gujarat 
relating to development of backward districts 
witnessed a major paradigm shift through the 
Lidustnal Policy, 2009. While, traditionally, the 
GIDC played a key role in creating infrastiuctui'e 
in a top-doTOi manner, the new Policy envisages 
a facilitator\' role for tire Government, radrer than 
one of providing infrastructure directly. Special 
Investment Regions (SIRs) were envisaged as 
instruments for convergence of industrial, social, and 
urban infrastructure. The mega projects attracted 
by diese SIRs, in turn, are expected to pro\'ide die 
second -order conditions for the growth of MSMEs. 
While the short-run effects of such an innovative 
policy approach is debatable, it is undoubtedly, 
a scientific policy approach having a built-in 
sustainabilitA' element. 

More recent data on the distribution of MSMEs 
disbict wise, is provided by he Commissionerate of 



Industries, Government of Gujarat, as given in tire 
following table: 

The key indication given by the above data is tire 
predominance of micro units . Microenterprises 
account for about 82 per cent of die MSMEs in the 
Stiite and vary fi-om 64.1 per cent in Amreli district 
to 97.03 per cent in Niuiiiada . Nevertheless, SMEs 
dominate in investment in MSMEs in the State iuid 
about 45 per cent of jobs are still {jroxided for by 
the SMEs. Realising that there is enough potential 
for the microenterprises to move up as SMEs in 
the future, active state support has been extended 
to create business-support facilities as widespread 
as possible. 

8.0. Regional Regeneration and Local 
Economic Development 

While globalization has got intensified, and an 
economic slowdown has engulfed many of the 
industrial countries of the West, movements like 
"buy locid" and "real economy first" have become 
prominent in the North America iuid in Europe. 
Whde these countries form the major export markets 
of India, Indian exports are increasingly under 
cliidleiige.AU diese have important implications for 
MSME policy in our countiy . Along with initiatives 
for attracting investments, Gujiu at need to also focus 
on a new thrust on regioiiid regeneration and local 
economic development. In fact, viuious districts 
of Gujarat demonstrate differing potential relating 
to modernization and expansion of their MSME 
base , and to use them as triggers of economic 
development. The locid regeneration process, iuid 
modernization of i)iuticuku' subsectors, dre mutually 
reinforcing, iuid have the potential to offer to the 
overall economic development of the State. 

Regeneration of the textile sector ciin lead to an 
expansion of the industrial base of Aliiiiedabad 
iuid Surat. Modernization of pharmaceutical sector, 
can make a similar impact on Vadodara. The focus 
on traditional sectors such as hiuidicrafts dre likely 
to contribute to the development of districts like 
Amreli. 

From the point of view of such development 
potentiid, MSME is in the State can be di\'ided into 
three subsectors: 



8. 1. High- share Subsectors 

The high-share sub sectors iu'e those subsectors in 
which Gujarat as a comparative adviuitage jmd long 
tradition ol niimulacturing. This category includes, 
textiles, syntlretics, chemiciils iind gems iind jewellery. 
It is important to look into their possibilities of 
innovation and modernisation, especially in relation 
to the emerging trends in the global market. 

8.2. High- growth Subsectors 

This category includes, those subsectors ha\'ing high 
growtli potential. Pharmaceuticals, auto imcillaries, 
technical textiles, specialits^ chemicals are some of 
the subsectors to be included in tliis category. 

S.S.Emergent Subsectors 

Despite the significant presence of MSMEs in 
Gujarat, the State, lor the lat several decades 
laced some major debilities relating to industriiil 
structure, which has adversely alfected its 
industrial performance. The major constraint 
relatd to the predominance of traditional sectors 
such as textiles(13.6 % ol units), hosiery and 
giirments(I3.6%), and repjiir and ser"\'ices(18%).The 
frrst two subsectors, promimnet traditionally, have 
undergone a decline with the decline of the textile 
industry in general. Besides, the category', 'repair iuid 
ser'xdces' under-vvent serious demand constriiints, as 
widr the darai ol the liberiilisation era, the structur'e 
ol the demand for repiiirs iuid sendees ol popular 
use, themselves underwent a major change. The 
Government, during recent yeiu's, have woken up to 
tire situation, iuid have initiated severjil steps oriented 
towards str"uctunil changes drat benefit diversification 
ol the MSME sector. The emergent subsectors ,thus, 
are essentially the result ol such policy changes, 
apart from the play of market forces and signals. 
Thus, the recent changes may be discussed under 
the loUowing categories: 

8.3. 1. Sunrise Subsectors 

Sunrise subsectors dre those subsectors ha\'ing a 
shorter history, jmd have emerged as autonomous 
response to the rapid chiuiges in the economy and 
res5)onding to new deniiinds . Electronics, IT and 
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ITES, Tourism, Renewable energy imd technologies, 
modern engineering , biotechnology, etc., belong to 
tills category. 

Most State Governments today thrust on some 
ol tiie modern sunrise sectors like, IT, BT, and 
autocomponents. However, unlike in miuiy other 
States, Gujarat's strategy relating to the development 
of some ol these 'sunrise' sub sectors, is innovative. 
This strategy has two key pillars: 1) leveraging 
existing strengths iind resources to the best use; iuid 
2) to initiate concentrated efforts in the identified 
subsectors through Special Packages. 

The Industrial Policy 2009 visualises that, for 
sustiunable development, it is necessary to ensure 
that the existing and inherent advantages are 
identified juid put to productive use. The strengths 
ol the State in terms of physiciil adviuitages such 
as long coast line, strong manulacturing base, 
excellent levels ol support infrastructure, high base ol 
entr epreneurial economy, poHcy-dr iven government 
etc, need be used to promote industriiil devek)pment 
in the state. The new Policy has identified and 
developed a strategy' wluch would promote industriiil 
development in the State in a planned manner, 
iuid to do so, a few locus sectors have iilso been 
identified. These sectors would benefit from special 
packages which would be extended to them by the 
Government lor encouraging their growth and 
development further. The focus sectors jue. Textiles 
and Apparels, Gems and Jewellery, innovative 
projects, mega projects, inlormal sector, agri- 
business, fisheries, IT/ Knowledge -based industries, 
port and related industries imd power sector (non- 
conventioriiil energy). Importimt inter'\'entions which 
would be needed for each ol these sectors have also 
been identified. 

8.3.2.Policy Induced Subsectors 

Public policy has triggered the backwjuxl jmd fonviu'd 
linkages in some subsectors. Such backward and 
forwiird linkiiges have resulted in the growth ol small 
scale niiinufacturing imd senices in the area. The 
emerging iireas in this category m e the following: 

• Textiles : The state contributes 3,5% ol cotton 
I)roduction imd export 60% ol the count\''s 
total. As per a Government ol Gujarat sur'X'ey 



rei)oit techniciil textile is a key emerging iu'ea. 
There is a huge potential for the growth of the 
MSME in textile sector due to the introduction 
of the New Textile Policy 2012. 

Chemicals & Phanna : The chemical and 
pharma sector contributes 51% and 45%, 
respectively, in India's totiil production. A large 
number of SME units ;ue present in Gujiirat 
contributing to the State's production. The 
developments in PCPIR iu e accelerating which 
will boost the SME sector in die region. 

Automotive Sector : Government of Gujarat 
has been iiggi essively supporting the automotive 
sector through the development of sector 
specific industrial estates and investment 
regions. The potential in automotive sector 
are: auto ancilkuy SEZ/Parks, assembling and 
of automobiles, CNG kits for automobiles, 
industrial automotive bearings, manufactures 



of auto comi)onent for all tAi)es of vehicles iuid 
Automobile design center. 

• Electncals & Electronics-. The Stiite government 
is planning to develop Electronic System 
Design& Manufacturing clusters in the State 
to boost the electronic sector. This will add 
to tlie oi)i)ortunities for the SME units to grab 
the technolog\' and innovation in electronic 
manufacturing. 

S.O.Conclusion 

Gujarat has already achieved significiuit heights in 
relation to its industrial base in the country. This 
would ob\iously mejm substiuitiid opportunities for 
die State, juid chidleiiges as well. The cli;dleiige today 
is to bulid upon its achievements, to iiurutre (jualit\' 
MSMEs and (juidity jobs to millions, in an overall 
context of local level development. This challenge, 
however, cjui be addressed only in terms of attaining 
iuid consolidating its growtii stoiy. 
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I.O.Introduction 

This chapter k)oks into the challenges and 
imperatives of enterprise development in 
Gujarat, and of MSME development in specific. 
The modern welfare state offer many things in 
between "gun" and "butter";hence came tlie concept 
of inclusive growth' in the semantics of modern 
welfare theory. 

Rapid and sustiiined poverty reduction recjuires' 
inclusive growth' that allows people to contribute to 
and benefit from economic growth. Rapid pace of 
growth is uncjuestionably necessiuy for substiuitial 
poverty reduction, but for this growth to be 
sustainable in the long run, it should be broad-based 
across sectors, and inclusive of tlie hu ge part of the 
country's labour force. This definition of inclusive 
growth implies a direct link bebveen the macro and 
micro detemiimmts of gixmth. The micro dimension 
captures the im5)ortance of stmctunil tnmsformation 
for economic diversification and competition, 
including creative destruction of jobs and firms. 
Inclusive growth refers both to the pace and pattern 
of growth, which are considered interlinked, and 
tlierefore, in need to be addressed together. 
It is here that the larger context of investment 
promotion emerges. It often assumes that new 
investments will lead to growth, and growth, in turn, 
will lead to enhiuiced distiibution and welfiu'e. Most 
of the state governments today focus on investment 
promotion. But investment alone will not lead 
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The Way 
Forward for 
Gujarat 

to growth. The key (juestion is the state of local 
capabilities imd their progression over time. Gujarat 
stiuids out not only in attracting investments, but also 
in creating such capabilities, with significiuit focus on 
its base of micro, smiifl iind medium enterprises. 

2.0.What is MSME-specific About Gujarat? 

Gujarat is on tlie forefront in relation to its level of 
industrialization. Among the Indiiin States, it has 
a creditable story of industrialization-led growth. 
The State has become preferential destination for 
investors over the last decade. In popuhu" perception, 
at least in some (juarters, Gujarat's economic 
growth is about this industrial growth, an investment 
destination for industries, and about Investment 
Meets that promote such investments. It isabout 
sectors like bio-tech dnd phiumaceuticiifs, chemicals 
iuid petrochemicals, engineering, automobiles iuid 
iuicilku'ies, food dnd agri-business, gas, oil dnd power, 
gems and jewellery iuid IT. Since 2003, the' Vibrant 
Gujarat Summits' have been held eveiy tvvo yeiirs. 

The Industrial Policy of 2009, a fairly libenil one, 
mentioned clusters, industrial estates, industrial 
pju'ks, IRs (investment regions) and SIRs (special 
investment Regions) . However, industry doesn't meiui 
only miuiufacturing; electr icity,', gas, water supply iuid 
construction are also part of manufacturing. The 
Pkmning Commission gives iinnuiif average real rates 
of growth for industrial NSDP (net-State domestic 
product). Between 2004-0,5 and 2008-09, this was 
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1 2.6,5% for Gujiu at, surpassed only by Chhattisgarh, 
Meghiilaya, Orissa, Tripura, Andaman & Nicobar 
Islands and Puduchern'.As is die case widi GSDP 
growtli, a different time-fnune or a different method 
of constmcting averages, will change the numbers, 
but would not alter tlie essentiiil gxowtlr stoiy. ShiU'es 
in domestic product, GSDP, or NSDP, indicates a 
combined effect, not of industiy iilone. Industry's 
share in Gujarat's GSDP, at constant prices, has 
increased from 36.5% m 2004-0,5 to 39.4% m 2010- 
11.17 This is an increase, but perhaps not as much 
of an increase as one might expect. But, growth 
linkages are a positive reality and experience in 
GujMat(Debroy,2011). 

It is the above experience of positive gi'owtli linkages 
tliat helps die State Government to lay down the 
foundations of a vibrant MSME sector, and in 
turn, to use it as the base of inclusive growth in the 
State. Gujarat accounts for ,5 per cent of India's 
population, but contributes 7.2% of India's GDP. 
India ,of late, has identified its key constraint 
relating to the growth stoiy : the inadecjuate catch 
up on the miuiufacturing front. But Gujiuat, from 
time to time, has underscored the imjjortance of 
manufacturing, and have iuichored its strategies on 
the manulacturing front. With tire mjuiufacturing 
sector constantly growing, the small and medium 
enterprise have played a noteworthy role in shaping 
the manufacturing sector, a unicjueness that is 
si)ecific to drat State. The seconchuy sector, which 
embraces niimufacturing, accounted for about 3,5.9 
% of the GSDP m FY2011, which is higher than 
for the country (24.4 India's skire FY2010) as a 
whole. Besides, Gujarat contributes around 1,5% of 
all operational MSMEs in India. 

The MSME demography of die State also shows 
high fertility levels, coupled with a relatively low 
level of mortality, with implications on favourable 
health standards. There has been a significant 
rise in MSME registration in Gujarat, from 3 lakli 
registered units in2006; today the State accounts 
for more tliiui 3.9,5 kikh registered units upto July 
201 1. There is a significant reduction in the number 
of closed units from 22.04% during the Third jill 
India Census of MSMEs, m 2001-2002, to 12.27% 
during the Fourth Census in 2006-07. Besides, the 
direct initiatives by the Government to promote 



enterprise and entrepreneurship at the individujil 
level, with focus on the national standards and 
social objectives, such as regional development, 
employment promotion, and strengthening the 
foreign excliiuige resen'es position through exports, 
it has gained significant achievements relating to 
harnessing and unleashing the latent potential of 
collective efficiency of entrepreneurs and their 
groups. Thus, a synergy of economic planning iuid 
sociiil engineering has helped the State to lay the 
sti'ong foundations of an MSME base. There are 
83 product iiiulti- location industrial clusters in the 
State, such as Foundiy cluster in Aliniedabad iuid 
Rajkot, Electriciil Engineering Cluster in BiU'oda, 
Textile and Diamond Cluster in Surat, Ceramic 
Cluster in Morbi and Kadi, Cotton-Ginning, 
Pharmaceutical Cluster in Aliiiiedabad-Baroda, 
Celiuiii Husk Cluster in Uiijlia-Melisiuia, to name 
a few. Besides the Stiite Industries Department , of 
late, has initiated important synergies in proniotioiijil 
initiatives by setting up Skill Upgradatioii Centers 
(SUC) across various GIDC Estates in the State to 
create industiy responsive and readily employable 
manpower for the needs of MSMEs. 

Gujarat has also been making serious efforts 
at iiiteriiatioiiliziiig its industry through various 
strategies, wherein MSMEs have a strategic role. 
Public promotional prognmimes go much beyond 
visible indicators of MSME capacitA^ creation; the 
invisibles also have been taken care of. Under 
various government policies and i)rograiiiiiies, 
speciiil attention has been given to these imdsibles. 
Technological capacity building, promoting 
supportive business institutions, and developing 
relevant economic infrastructure to support 
start-up , growth, and internationalization, and 
harnessing and i)roiiiotiiig collective efficiency 
as a critical developmental resource, promotion 
and backstoppiiig social mobilisation beyond 
livelihoods, are innovative asjjects of MSME 
I)roiiiotioii that other States and the rest of the world 
ciui learn from Gujarat. 

Manufacturing sector accounts for about 31 per 
cent of die State Domestic Product, iuid die sendees 
sector about 42 per cent. The major industries in 
Gujarat during the last five decades are, chemicals, 
petroclieiiiiciils, pli;uiiiaceuticiils, cement, cenmiics. 



The Way Forward for Gujarat 



textiles, dian', auto engines, gems and jewellen'. An 
analysis of the sectoral share of net value added 
(NVA) gives some important picture regiirding the 
industriiil ecosystem of tlie State. Petroleum products, 
structural metal products, and fabricated metal 
products have emerged stronger; motor vehicles 
and rubber products industiies have been emergent 
sectors. Some of the industry groups that , more 
or less, retained their dominiuit positions since the 
eiirly 1980s include, m^mufacture of basic chemiciils, 
odrer chemiciil products (including phamraceuticiils) 
and textiles. Most of these industries, apiirt from 
belonging to the modern sector, iilso offer significiuit 
potential for outward orientation. Moreover, SMEs 
dominate these manufacturing activities. Apart 
from these key features, what is specific to Gujarat 
is the constiuit effort of public policy to identify 
the export potential from die MSME sector and 
to promote it. 

Gujiuat , thus , has a strategic role in the countiy's 
agenda of manufacturing growth and export 
competitiveness, as outlined by the National 
Manufacturing Policy. It is in this context that the 
State's oi)portunities and imjjeratives need to 
be examined. Such an examination need to be 
grounded on the State's crucial achievements of 
tlie past. 

Gujiuat made subtle imd significiuit changes in its 
policies to supplement the economic reforms from 
time to time. During the initiid phase of liberalising 
the industrial sector by the Centre, Gujarat did not 
have to make any major changes in its policies. 
The changes in the economic emdronment made 
its strategy' iuid policies followed till that point very 
relevant and atti'active for the growth of private 
enterprise in die state. However, Jifter 1996 when the 
reform process at the Centre slackened considerably, 
Gujarat started its major efforts at the state level 
liberalisation. In this, the state government is 
constr ained by die political consideration to protect 
the MSMEs from the adverse effects of liberalisation 
and globalisation . Within the overall strategy of 
'growth through private enterprise,' the state wants 
to achieve high efficiency and productivity' growtli 
of resources employed iuid simultiineously desires 
to protect some of the less efficient MSMEs from 
global competition through subsidies. In the mean 



time the focus of the development strategy shifted 
away from orgcinised miuiufacturing activity to the 
unorgiuiised sectors . 

3.0. Gujarat's MSMETrack Record: What does 
it Mean? 

The growth stor\', as above, is simply not built upon 
industry, but of the tertiary sector as well. For 
exiuiiple, the tertiary sector contributed 44.0% of 
GSDP rn 2004-05 iuid thrs rncreased to 46.0% rn 
2010-11. The largest segment of the tertiiuy sector 
was trade, hotels, restauriints, transjjort, storage iuid 
communications, accounting for 26.6% of GSDP 
in 2010-11. The primary sector's share dropped 
from 19.5% rn 2004-05 to 14.6% rn 2010-11; tiiis 
was i)icked uj) by the secondary sector and the 
remiuning hidf by the tertiiuy sector. Manufacturing's 
shiire in GSDP idso has been idmost flat, inching up 
from 27.3% rn 2004-05 to 27.6% rn 2010-11, and 
is accounted for by electricity, gas, water supply 
iuid construction. Other than the special industrial 
"enclaves", the District Industries Centres (DICs) 
{jrovdde a single-window cleiu'iince, through SWIFT 
(Single Window Industries Follow up Team). 

Industry does not mean kirge-scide industry alone; 
die 2009-1 0 sur'X'ey of the Anriuid Siu'\'ey of Industries 
(ASI) shows an increase in the number of factories 
to 15,576.This implies that 9.8% of India's f actories 
iire in Gujju'at. At 13.22%, the shiu'e is higher in net 
value added. In decreasing order of importance, 
these factories iu'e in segments like clieriiicid iuid 
chemical products, basic metals, machinery and 
equipment, non-metidlic mineral products, textiles, 
food products and pharmaceuticals. 

There was iui increase in the number of factories to 
25,206 in 201 0, with an employment of 1 .3 millions. 
Both the absolute number of factories iuid tiie 
average eriii)loyriierit has increased, from 748 in 
1990 to 1,318 rn 2010. 

As per the Fourth Census of MSMEs, 14. 70% 
of the country's registered and working MSME 
enterprises and also accounted for 7.04% of tiie 
countiy's registered iuid closed MSME enterprises 
iire in Gujiuat; diis is a tofcd of 0.23 million registered 
and working units. Location wise, 0.13 million 
MSME enterprises in the State were in 369 clusters, 
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gaining positive externiilities. Miuiy of tlie units ju'e 
ancillaries. 

To sum up, the perforniiince of GujiU'at on the 
MSME front need to be eviiluated at three levels: 

(a) A signiliciuit step up in investment; 

(b) Promotion ol growth linkages; 

(c) Growth linkages leading to expansion of the 
base of social infrastructure iuid welfare; and 

(d) Relief juid support measures by the government, 
as essentially corrective measures in the 
economy. 

Most state governments in tlie countiy often ignore 
growth linkages. A peculiar feature of Gujarat's 
MSME sb'ategy is the focus on these gxowtlr linkages. 
Public policy touches upon bodi the lughter end and 
the lower end of MSME development. There are 
cluster development schemes for kliadi, hiuidlooms, 
handicrafts and skill uj)gradation and market 
development schemes. Other than schemes like 
Sagar Kliedu Yojana, Vanbandu Kalyan Yojana, 
Giuib Samiuddhi Yojana iind even Garib Kalyan 
Melas, something like Mission Mangalam is also 
an attempt to integrate animal husbandry, agro 
processing, food processing, acjuaculture, processing 
of forest products, hiuidlooms, himdicnifts, giu ments, 
biunboo andtimber products into markets, through 
Saklii Mandrils, self-help groups (SHGs) and other 
communities of the poor. Gujarat Livelihood 
Promotion Compimy Limited (GLPC) was set up in 
2010 to implement Mission Mangalam. Part of this 
inclusion is a finiuiciiil inclusion agenda. 

Stractural changes in the economy are fast taking 
place. People who remain in agriculture move away 
from producing food-grains to other forms of crop 
output, such as horticulture. Commercialization 
and diversification of agriculture is an emerging 
phenomenon. Listead, there are increases in 
the share ol the secondary sector activities like 
processing, and the share of the tertiary sector 
(ti'iinsportation say). GujiU'at is known as a State witlr a 
strong miuiufacturing base iuid in const;mt prices, the 
primar\' sector's share in GSDP has declined from 
1 9.5% m 2004-05 to 1 4.6% m 201 0-11 , a decline tliat 
was mentioned before. Private sector has driven the 



cotton boom; but public sector has Jilso played iui 
important role. Favorable monsoons, investments 
in rural roads, active role ol public sector through 
[a] mass based water liJUTesting iuid groundwater 
recharge; [b] reform ol runil power system through 
Jyotigram Scheme; [c] relorm ol agricultural 
marketing institutions; [d] revitalized iuid reinvented 
agricultural extension system are among the factors 
that have contributed to Gujarat's impressive 
performance in agriculture (Debroy,201 1). 

The spill over has probably got reflected through 
new start-ups in the MSME sector.. At least for 
SSIs, there has been a sharp increase in tlie number 
ol registered units. Earlier, non-registration was 
described as a conscious choice, not just because 
of lack olinlormation. Therefore, it is plausible 
to presume that tnmsaction costs associated with 
registi ation have declined, there are greater benefits 
associated witli registration and tlie t<\x enforcement 
machineiy has improved. Understimdably, most SSI 
registiation has been in relatively more adviuiced 
districts. At the lower end of the industrialization 
spectrum are cottage iuid rural industries. 

4.0.The Opportunities and the Way Forward 

A consolidation ol the above achievements, and 
building upon them, is the challenge today. The 
stiengths and opportunities ol Gujarat need to be 
understood in the context ol the federal system, ol 
which it is part ol. In a multilevel ledenil democracy, 
a State often represents a middle level between the 
Centriil government and tire local bodies. Gujarat 
had all these three layers ol government efficiently 
functioning ever since inception in 1960. The 
Constitution ol India provides reasonably clear 
di\'ision ol the rights and duties ol different layers 
ol government for achiexdng overall development 
of the country. Within such broad constraints, 
dillerent State governments in India have been 
following their own specific development stiategies 
(Dhokikia, 1994). 

During the i)rocess ol economic i)olicy relorms 
and liberalisation, the constraints and regulation 
on economic acti\'ities by the Centre in different 
segments ol the economy got relaxed. While 
the States lound more Ireedom and flexibility 
to pursue their own socio-economic agenda. 
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they took advantage of this increased flexibility 
according to their i)liysical capabilities, economic 
environment, and ability to eviiluate opportunities 
and risLs involved. States were recjuired to respond 
d>iiamiciilly imd compete with each other to attract 
tfie private sector acti\'ities by pro\'iding the most 
conducive economic environment. Thus, following 
the economic reforms in tire Country, Gujarat 
outperfonned iill other states in the countiy in terms 
of economic growth. 

Development sti'ategy in Gujiirat State has been veiy 
clear and unjunbiguous ever since its inception in 
1 960 in according a high priority' to industriidisation 
as can be seen from various State Pbm documents 
and tlie socio-economic reviews cm ried out iumuiiUy. 
The State had made a clear choice of encouraging 
the secondiiry sector activities over the primary and 
tertiiuy sectors' acti\'ities (see, Dholakia, 1994). 

The development strategy,' of the Gujjuat State for 
industriidisation has been unbalanced growth with 
emphasis on directly productive activities (DPA) 
rather than on creating social overhead capital 
(SOC). While dris has its own limi tuitions for the 
ovendl development of tire State, it has advantages 
in terms of clarity imd consistency of objectives. 
Since Gujarat is well connected to other states 
, it has an access to the highly skilled technical 
and professional manjjower, financiid cajjital and 
pliysical infrastructure like ports, purports iuid means 
of communications from the other states. It has 
followed "an open door" policy v\idr regiU'd to the 
factor mobility - pjirticukuiy the labour mobility in 
and out of the state irrespective of tire political party 
in power. The endeavour of the Gujarat government 
has all idong been to pro\ide, as fiir as possible, the 
most conducive environment to promote business 
and industr\f in the state . 

According to a study by Dholakia(2009), out of the 
17 sectors, 11 sectors slrow statistically significant 
acceleration or deceleration in the basic trend rate 
of growth after 1991-92 in Gujarat. The six sectors 
that do not show statistically significiuit acceleration/ 
deceleration in the growth include agricidture, 
registered manufacturing, electricity', railways, other 
transport, and storage. On the other hand, forestiy 
unregistered manidacturing, construction, trade 
and hotels, communication, public administration. 



and other services have experienced significant 
acceleration in their growtli idler 1991-92. These iu'e 
the sectors where dre emphasis in the development 
strategy seems to have shifted during the reform 
I)eiiod. Surprisingly, the fishing, mining & (jiuu'ning, 
banking & insurance, and real estate sectors iu'e 
experiencing a sigirificiurt deceleration in tlreir growth 
during the reform period. The first two of these are 
die natund resource-based sectors where GujiU'at has 
a considerable potenti;d, wirereas the other two ju e 
die modem finjmcial service sectors in wiiicli Gujjuat 
should have substantial advantage given its emphasis 
on manufacturing iurd trade. However, significiuit 
deceleration in the growth in these sectors implies 
diat the focus of the develo])inent strategy in Gujarat 
is shifting away from tlie organised niiinufacturing 
and services to the unorganised sectors of the 
economy after 1991-92. 

The imperatives of today are the following: 

a. Much greater target of credit flow,especially 
from institutional sources; 

b. Reforms in legacy sectors such as textiles iurd 
diamond. 

c. Addressing industrial sickness through 
innovative institutioiiid meclianisms; and 

d. Regular monitoring and reporting on the 
MSME sector, and to have reguhu" institutional 
and policy instruments on place. 

5.0. Concrete Initiatives 

The development experience of Gujarat, as 
described in the preceding pages of this report, 
lead us to tlie need for concrete initiatives on the 
following lines: 

5. 7 . Focus Market Initiative 

According to the latest avidlable data, tiie various 
districts of die State demonstrate differing degrees 
of MSME concentration. Detailed assessments 
indicate the centralization of many of the growth 
viuiables in a few of the districts. Five districts of the 
State demonstrate some specific adviuitages from the 
point of \iew of focused policy inten'ention, as idso 
business case for the relevant stidieholders. These 
five districts , \iz; Alimedabad,Surat,Valsad,Rajkot 
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and Vadodara, together, offer opi)ortunities for 
intensive promotional acti\'ity, as tliey have iilready 
created a significiuit base of MSMEs. 

The concept of 'region' in die context of development 
has gained significant importance in development 
discourses today. The relevance of the region 
arises from two iuigles: 1) from the point of \'iew 
of planning for development; and 2) from the 
angle of tapping market opportunities (the business 
case) .While the spatiiif argument, to some extent, 
goes agiiinst the conventional concept of 'balanced 
regioniil development, it niJikes sense in temis of the 
adviuitiiges relating to taj)j)ing market opportunities 
in a fast-changing world. 

The above 'Focus Districts' approach is a strategic 
approach, in line with the spirit of the National 
Manufacturing Policy. It is also veiy much synergic 
to Gujarat's SEZ policy. It arises from the finding 
that, despite years of planning for the MSME sector, 
available evidences do not indicate convincing 
exphmations on how it has impacted in relation to 
tlie objectives of MSME policy. The MSME Census 
pro\ides only a broad macro picture, which need to 
tlie supplimented widr deeper (jualitative iinalysis. 
The National Manufacturing Policy, demands a 
focused approach, as idso a significiuit thmst on time- 
bound action. While die MSME progi'iimmes ol the 
countiT have given due importance to the objectives 
of social policy in die country, such as eiiiploTOient 
promotion and balanced regional development at 
the national level, growth and growth linkages have 
not received the importance and attention they 
deserve. The evidences on growth linkages of the 
MSME sector is not sufficient. At this time of a 
global economic crisis, where the Indian MSMEs 
are exposed to significant problems, the major task 
of policy should be to maintain and enhance its 
vibnmcy. It should, thus, give the right signals to the 
economy as a whole. 

The experience, as above, indicates the need for 
consolidation and concentration of development 
initiatives in die above Focus Districts. Action slioidd 
happen at five levels: 1) stepping uj) investment 
on a public-private partnership platform: 2) 
entrepreneurship and employment budgeting; 3) 
integration with the Focus MiU'ket iuid Focus Region 
strategies with the MSME Policy; and 4) a Fiiiiuice 



Park coiicei)t for ensuring easy flow of credit. 

5.2. Finance Park: an Innovative 'Shared 
Consumption' Model 

Biinks, ol late, have identified MSMEs in Gujarat 
as a significant market segment. They have also 
come forward to step up lending. But a co ordiiiated 
strategy approach is yet to emerge. MSME finance 
has two key dimensions wiiich need to be addressed: 
1) lender's perspective; aiid2) the borrowers' 
perspective. Wlide the borrowers' perspectives have 
been significiuitly addressed by the government iuid 
MSME associations from time to time, the lender's 
perspective often do not get the same treatment. 
Therefore, die biinkers have often been ad\ised to 
proride "adecjuate" and "timely" credit, the business 
case that triggers flow of credit to the MSME sector 
in this fashion has not received the attention it 
desen'es. 'Finance Pai k' is a concept that encourages 
concentrated action by banks in a piirticular region. 
The concept emisages proactive action by biuiks to 
work together on a cluster mode. The cluster need 
to be both functional and spatiid. This can be an 
extension of the 'consortium banking' approach 
where sevend banks join together on a ku ge project 
of common interest. The State Level Banker's 
Committee (SLBC) can identify selected Piirks in 
particular regions, where co-ordinated action by 
participating banks in selected industries can yield 
significant results. The concept of 'Fiiijuice Piirk' 
envisages horizontal integration of banks with a 
business case, ratiier than a single biuik targeting a 
cluster of MSMEs. It implies a paradigm shitt: banks 
trying to t;ip collective efficiency benefits in die same 
way as MSMEs do it now. 

The coiicei)t of 'Finiuice PiU'k' is esseiitiidly iiieantto 
reduce die cost of credit, as \ifcd inf ormation relating 
to lending policies is avjiilable at a single point. The 
new concept is in tune with the spirit of the National 
Manufacturing Policy, as idso the recoiiiiiieiidatioiis 
of die UshaTliorat Committee on SLBC. Wliile the 
Piirk \isiudizes the presence of idl biuiks in a compact 
geographicid iU'ea, they will shiu'e several common 
facilities, such as high (juality business development 
sei"vices at subsidized rates, centralized processing of 
loan applications, credit advisory senices etc. These 
will help to reduce the unit cost of credit, as idso to 
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ensure value addition per unit of credit availed by 
the customer. 

The 'Finance Park' concejjt is both a developmenfcil 
and a CSR concept, as each pjuticipating bank has a 
challenge to demonstrate. This will immensely help 
to progressively bring the biinks out of a regulatory 
to voluntiuy compliance regime. It ■will iilso help to 
reduce the regulatoiy burden of the RBI. 

The 'Finance Park' should have a work space where 
the participant bankers join together to discuss: 

1. Status of the manufacturing activity in the 
context of the industriiil climate. 

2. Information on the performance of the units 
in the Park relating to behavioral aspects, 
emdronmental iind regulatory compliiuice, iuid 
the deniiinds of tire entei7)rises. Some elements 
of these aspects jue idready tnmsacted by the 
biuikers through informed platforms such as die 
Biuikers' Clubs, wherever they are active. 

3. The Common Facility Centre in a PiU'k, with 
appropriate stidfing, can cater to the enter{)rises 
responding to die periodic recjuirenieiits of the 
fiiiiuicing institutions in the Park, act as a BPO 
iuid ciui budd bridges of understiuiding between 
the enterprises iuid die financing institutions. 

4. Periodically organize vendor meetings with 
participation from the Biuiks. 

5. Liaise with die technology' pro\'iders iuid help 
up gradation where recjuired - again widi the 
participation of the biuiks in the Piirk. 

6. Pro\'ide continuous feedback to the Banks at 
the weekly meetings. 

7. Arrange for credit rating of all enterprises, 
ensuring that the banLs base their facilitation 
consistent with such ratings. The practice of 
fiiiiuicing institutions approaching credit rating 
agents need to be avoided. This would distiuice 
the prejudices and preferences of the banks in 
pro\'iding fmiuice at concessionary terms. 

8. Comprehensive Bankers' Business 
Development Serw-es: Chartered Accountiuits 
to Audit, Energy and Environmentid Auditors, 
securing QuiditA' Certifications, iuid pro\'iding 
a team of legal consultants in framing and 



reviewing contracts. All these should be based 
on a transparent menu card and rate list 
displayed at die Common Facility Centre. 

The Biuiks in the Piu k are expected to develop such 
CFC with their funding piirticipation as it would 
reduce the cost of due diligence and also resolve 
the major lacunae in financing die sector, namely, 
information asTOiriietry. 

The case for the concept of Finance Park needs to 
be understood in terms of the emerging concept 
of 'shared consumption'. Costs of banks still 
remain high, and tiie burden, naturidly, is passed 
on to the customer. Sustairiability demands that 
a new culture of 'shared consumption' should 
be adopted by the banks .The State Government 
ciui play a key role in bringing the banks into this 
concept through incentives and pressures. Being 
a State level initiative, the lead role should come 
from the State Government and the State level 
Bimkers'Coriiriiittee (SLBC) . 

5.3. Entrepreneurship Resource Mapping and 
Budgeting 

A furidariieritid characteristic of eritrei)rerieursliip 
is its capacity to generate employment, offer the 
promise of more income, and increased wealth. 
By doing so, it plays a pivotal part in providing 
individuals a platform, from where they can aspire 
to a life in which tiieir poteritiids are realized. Many 
of the developed countries, over time, have risen 
to the challenge of crafting such a platform, and 
the 'business corporation' as we know it today, is 
a criticid component of this idea of adviuiceriierit. 
In order to accelerate India's gr'owth, we need to 
encourage and trigger enterprise, in the broader 
sense of the tenii. Finding ways iuid means to lijuiiess 
the eritrei)rerieurial capability that resides within 
us, not (juite dormant but certainly under'\'alued, 
holds the key. An enterprising community is 
defined by an outward-looking attitude, by a 
willingness to explore new ideas, as weU as to accept 
exogenous influences. These cjuidities have been 
evident in Indiiui history throughout the centuries. 
Entreprerieuriid belia\iour is contiigious; it produces 
a herd riieritidit\', which needs to be promoted. It has 
been obsen'ed that, knowiedge industries emerge 
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through "idea entrepreneurs," such as consultants, 
journalists, iuid scholars. The lesson emerging from 
die present economic slowdown is that the focus of 
public policy, hereiifter, should be on promoting 
'entrepreneurship', rather thiui 'enterprises'. 

Restructuring and redesigning of entrepreneurship 
develoi)ment interventions would be vital and 
appropriate in the context of the present economic 
slowdown. Tire concept of entrepreneurshij) resoui ce 
budgeting should be introduced in order to tiike ciu e 
of entrepreneurship as a critical resource. 

A discretioniuy strategy', with cluster or individual 
entrepreneurs, is vital. Such strateg\' need to be 
based on a clear understiinding iuid documentation 
of business ecosystem features. A District-level 
Enterprise Observatory need to do a scientific 
mapping of the ecosystem. Recommendations of 
die Obser\'atory need to be seriously debated in 
official bodies, and stiategy need to be finalised 
accordingly. 

5.4. Strategy for the Micro Sector 

The micro enterprise sector, in the context of 
'financial inclusion' desen'es more attention than 
it has been attracting lately. Entrepreneurship and 
innovation in the rural iireas should get adecjuate 
attention. On the odier hand, with the chiuige in 
the complexion of consumption and rise of the 
middle class, there has been an increased tendency 
of migiation of rural artisans from the rural to the 
urban areas. This has been also fuelled by the 
MNREGS, widi seemingly distorted wage structures. 
Resurgence of the rural economy is crucial for 
overall economic growth of the State, and this 
would depend upon due recognition of the role 
of micro entrepreneurs. Brands or co-bnmding of 
tiieir products ciui be helpful. Business development 
senices should be facilitated by die government, iuid 
innovative strategies of ensuring BDS support need 
to be explored. 

3.7. "Missing Middle" Problem and the 
Strategy for Growth 

The significant global focus, over the last two 
decades, on the two extiemes of micro finance, and 
high-growth SMEs, has led to the so-called "missing 



middle" problem, acting as a consti iiiiit on economic 
development. Wliile Gujarat context does not prove 
an exception, during the last five yeiirs, the ti'ends 
favoured investments in the medium enterprises 
and even the credit markets demonstrated their 
proximitA' to these enterprises. 

Recent studies have shown that in some States, 
this phenomenon has acted as a setback for the 
industrialization drive. The concept of 'meso 
finance" gap is now well recognized as a constniint 
on SME financing. Wliile the SME Stock Exchange 
is capable of addressing this problem, a transitioiiJil 
developmental focus is \itiil from the ]X)iiit of view 
of the imperatives outlined by the new National 
Manufacturing Policy. The focus on growth and 
meso finance need to be examined from the point 
of \iew of a developmentiil perspective, rather thiui 
as an administrative issue. From die point of view 
of inclusive growtii, it is really importiuit to focus 
on diis critical area. Serious encjuiiies should lead 
to innovative financing models for the growing 
businesses. The creation of a 'Growdi-cum-Meso 
Finiuice Fund', at the state level, is likely to draw 
the attention of both policy milkers and fiiiiuicial 
institutions to this neglected juea. With an initial 
corpus of Rs. 10 crores, such a Fund should be 
created by the GIDC, as the GIDC's mandate is 
on infrastiucture and growtii. 

5.6. Gujarat MSME Health Service 

There is chronic wastage of resources in the 
MSME sector today in tiie form of NPAs. Under 
the existing rehabilitation/ restructuring packages 
, the track record of units, as lightly pointed out 
by the Chakrabart\f Committee, reniiiins much to 
be desired. Besides, the relatively small number 
of units being re liabili tilted, these mechanisms do 
not provide protection to the units from stiitutoiy 
dues or other creditor action. Therefore, iilternative 
mechiuiisms to re-exiuiiine the \iabilitv' of such units 
iuid of time- bound action, has great releviuice. 

Biilancing the rights of creditors and debtors, post 
fiiilure or closure of business, need to have, apart 
from simple "debt recovery", a clear forward- 
looking developmentiii purpose. A fiiir dnd effective 
mechanism for insolvency and bankruptcy is 
considered a prerequisite for inducing risk-taking 
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and for enterprise creation in an economy. Several 
problems iu'e encountered in this context: 

While a sick firm can apply for rehabilitation to the 
finjmcial institutions, there is no protection aviiilable 
to it in the interim from otlier creditors and liabilities 
particularly statutory ones. The entrepreneur often 
struggles to rew'e the unit or in the i)rocess of 
getting himself declared insolvent, because of his 
inability' to pay statutory taxes or settle liabilities. 
However, he could be sued iind penalized under 
severiil regulations and cjm be imprisoned . Most 
agencies work at cross purposes, as there is no single 
institutional mechanism which could coordinate 
v\itlr drese multiple agencies. The procedures for 
recovery of statutor\' dues jue under juchaic Land 
Revenue Acts of the Stiites, iuid iu rest iuid detention 
is prescribed as only one of the resorts, the prcndsions 
are greatiy misused because of the lack of effective 
criteria to distinguish a wilful defaulter from the 
defaulter by emdronment or circumstances 

Because of absence of an effective institutional 
mechiuiism for re-structuring or exit, MSMEs ju'e 
offers classified as sick and are kept in state of 
'susi)ended iinimation, adding to the huge backlog 
of sick units. While a mechanism for State Level 
Liter-Listitutional Committee (SLIIC) was set up 
for restructuring of sick MSMEs, its jurisdiction 
is limited to institutionid credit only lea\'ing aside 
restructuring of multi-agency statutory liabilities. 
There is no doubt that the mechanism is largely 
ineffective. Therefore, while on the one h^md, there 
is absence of bankruptcy law and specialist courts 
which ciui tidie up cases of stressed units iuid preside 
over restructuring or closure, insolvency laws meant 
to prxndde the dignified exit to entrepreneurs in case 
of failure, is dysfunctional. 

Here lies the need for a comprehensive nationid 
policy approach, which need to be administered 
under an institutioriid mechiinism called National 
MSME Heidtii Sendee (NMHS),as advocated bytiie 
Lidia Micro Small and Medium Enterprise Report 
20 12.. Tire NMHS is expected to ensure drat, tire sick 
unit is rationidly defined Irom time to time based on 
an evidence-based approach, and that the basic right 
of an MSME to do business is protected without in 
any wjiy curbing simdiu" rights ol die creditors, subject 
to a time bound iuid scientitrc rehabditation package. 



The Government of GujiU'at should undertake a 
study on dris, iuid should come for-vviuxl with a model 
legislation in this regjirxl. 

For MSME units found to be unviable by the 
banks, a district-level adndnistrative mechanism is 
envisaged under the GM (DIG) to re-examine the 
\iability and implement a rehabilitiition package, 
wherever necessary. The rehabilitation package 
may comprise, besides additional lending by biuiks, 
of relief iuid concessions in statutory dues by the 
State Government/autonomous bodies, electricity 
suppliers etc. Since the promoters often find it 
difficult to infuse fresh funds to the extent reciuired 
by the biuiks, the Rehabilitation Fund could part- 
finance promoters' margin money recjuirement. 
Rehabilitation Fund should facilitate and encour'age 
rehabditation ol potentiiiUy viable sick units. A model 
scheme should be formulated by the Dep;utment 
Lidustries and Mines in dris regjirxl. 

5. 7. Employment Credit Scheme 

Despite dre mushroondng ol jwomotionid institutions 
iuid their initiatives, over the past several decades, 
the employment aspect of MSME development 
has not picked up to the extent that is expected of 
it. The experience so hw shows that, while the era 
of libendization has witnessed a progressive decline 
in average employment in the sector, it is importiuit 
to iirrest this trend, especially in the context of the 
present slow down in GDP. As growth rate comes 
down, the spillover of employment effect is idso 
likely to come down. Emi)loyment ])romotion 
measures by the government, such as start-up 
tr'aining, micro finance, and venture finance etc. by 
themselves, ciinnot help emploTOient promotion. 
Such inten'entions should be supported by some 
incentive system that operates within the private 
sector itself. This can best be achieved by a Gujarat 
MSME Employment Progr'amme (GMEP), using 
'employment credit' as an incentivizing tool. 
'Employment credit', like 'cjubon credit', ciui be 
transacted with an assigned value. Companies, 
NGOs, and other agencies cdn participate in this 
scheme, and thereby extend their support to the 
Scheme. The new system will facilitate monitoring 
of employment effects of MSME progr'ammes in 
a scientific way.The proposed Scheme can also be 
sjaiergic to Mission Mangaliun. In the Five Yeiir Pkm 
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discussions, 'emplo>inent credit' can be used as a 
key criterion for demiuiding Centi'al shiu'es. 

5.8. Self-employment Exchange: A Market- 
based Solution for Employment 
Promotion 

In the context of the global financial crisis, and 
the crisis mitigation packages for the MSME 
sector, the importance of investments in self 
emplo>inent iuid 'sociid entiepreneurship' measures 
has been highlighted in most countries. 'Inclusive 
enti'epreneurship' is the emerging sti'ategy option 
for tackling youth unemployment in Europe. 
Traditionally, promotion of self employment has 
been the task of public promotionjil agencies such 
as Ministries, development banks, and public 
corporations/Boards. The layout of institutions in 
a country is crucial to both political and economic 
progi'ess of thatcountr\f (Hutton, 2012). Wlrile these 
agencies iU'e expected to have a sociiil orientation in 
tiieir approach, the exjjerience often shows limited 
accountability. It is importiuit that the CSR principle 
of Socially Responsible Investment (SRI), with 
focus on its three key elements of "double bottom 
line, ie, social screening, proactive investment, and 
shareholder advocacy", need to be adapted and 
brought into the context of public institutions. 

While in miuiy countries, initiatives bytiie government 
have led to enhancement of self-employment with 
doubtful results, in India, there has been a significiuit 
decline in self-employment over the last few yeiirs. 
This indicates that, while on the one side, there is 
great demand for promotion of self-employment, 
its track record in the country remains far from 
satisfactory. This highlights the need for institutional 
reforms; they need to be driven by the right 
incentives. It is, therefore, imperative to develop 
a niiuket situation for i)romotional work under a 
' Self-employment Exchange ' . 

A 'Self employment Exchange' is a trading platform 
where the scripts of MSME promotional agencies 
are bought imd sold. In the process, the agencies, 
in addition to their own resources, ciui mobilize 
resources from the open niiuket. The concejjt is on 
par with the SME Stock Exchange, and would be 
helpful to senice the interests of micro-businesses in 
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die country. The scripts of the i)romotionid agencies 
can be exchanged in the market. Promotional 
agencies, including NGOs, government agencies, 
and even individuals can invest in this market. 
Donors ciui invest using their funds. Given the latest 
Guidelines of die Ministiy of Heaw Industries and 
Public Enterprises, tire PSUs and tiie public sector 
banks cdn productively invest their CSR funds in 
the Exchange. The Self Employment Exchange ciui 
bring in, apart from the yield on indi\idual stocks, 
tire dimension of 'socially responsible investment' 
as well. 

5.8.7. Growth Strategy 

While there has been a focus on growth str'ategy in 
generid, against the fidl in GDP rates, a special focus 
on MSME sector is yet to emerge. A growth strategy 
for the MSME sector needs to be a comprehensive 
strategy with due weightage for the macro, meso 
iuid micro levels. At the macro level, the NMCP 
iuid tire Natioriid Miuiufacturing Policy brings in the 
growth perspectives. At the meso level, the collective 
efficiency strategies are helpful. At the firm level, 
it is necessary to focus on the firm in relation to 
the capability of the entrepreneur. But, above all, 
it is crucial to have dn integrated view of growth 
relatirrg to tire MSME sector. The Entrepreneursliip 
Development Institutes, and programmes of the 
Government of Gujarat slioidd give a significant 
focus on Growth Programmes, along with the 
present focus on start-up prognunmes. 

5.9. Shared Growth Commission 

The history of MSME development arrd its 
imperatives today fall apart significantiy. While, on 
the one hand, die Natioriid Manufacturing Policy 
and programmes like NMCP consider a benign 
relationship between small businesses and the 
corporate sector, the reality remains that many of 
them are at the mercy of large corporations and 
even the public sector as regiirds payment over dues. 
Though tiie MSME Act 2006 has come out with 
strong provisions relating to dealing with delayed 
payments, MSMEs also stand the risk of losing 
business against any comi)laint. But the experience 
is that complaints registered dre very few in number. 
This implies that, regulation cannot be effective in 



The Way Forward for Gujarat 



dealing with the i)roblem beyond some level. What 
is needed is a system of voluntiiry disclosure on the 
part of the corporate sector. This should happen on 
die basis of a 'ShiU'ed Growth StrategA^', wherein the 
corporate sector and MSMEs should have a clear 
understanding of their relative roles and should 
have mutual respect. This strategy should be armed 
with a 'Shared Growth Index', like the one in South 
Korea, where tlie payment delays are tracked on a 
continuous basis, jmd paAinent overdues appeiir on 
die public domiiin. To begin with, the State Phmning 
Department should come foi-vvard with a Strategy 
Paper on the subject, and tliis should lead to the 
formation of a ShiU'ed Growth Commission. 

5. 70. Entrepreneurship Policy 

Gujarat has the distinction of being India's 
factory exporting entrepreneurship development 
Models to the rest of India and to other countries. 
However, its potential now remains partially 
utilised. However, its efforts on monitoring and 
aniilysing the entrepreneurship scene in the State, 
and modelling dnd streiunlining enti'epreneurship 
development efforts, is not adecjuate. It is high time 
that an inclusive entrepreneurship development 
model is shaped to the specific context of the State. 
The State Industries and Mines Depiirtment should 
commission a comprehensive study into die state of 
entrepreneurship in Gujiirat today. This Study should 
lead to the shaping of an Inclusive Entepreneurship 
Policy as also iui appropriate Model for Inclusive 
Enti'epreneurship in the Stiite. 

5. 7 7. Need for Regular Reporting 

The leading financiiil institutions of Gujarat, of late, 
have come foi-ward with iui agenda of a significant 
step up in credit infusion into the the MSME sector. 
Wliile the need is long-perceived, die development 
of an appropriate and sustainable strategy in this 
regard is, by no means, easy. There are some 
suggestions such as a Centi'al Registiy of MSMEs, a 
UID numbering system etc. For die MSME sector, 
that may help to enhiince their \isibilitj' in a tecliniciil 
sense. But technical visibilit\',by itself , will not help 
to solve die problems of the sector; besides, diey 
can be implemented only with the full co operation 
of entrepreneurs and their Associations (In fact. 



India MSME Report 2008 had made a case for 
introducing UID in the MSME sector. But based 
on more practicjil inputs and feedback from die 
field, ISED had subsequently withdrawn that 
recommendation) . 

Initiatives on a PPP mode, rather thiui regulations, iu e 
likely to bring in more tnuisparency into the MSME 
sector. Periodic reporting, like the present Report, 
therefore, has been an internationally accepted 
strategy today. The Department of Industries dnd 
Mines and the GIDC should initiate steps that 
lead to regular reporting on the MSME sector. 
Such reporting should also lielj) to pnndde greater 
meaningfulness to the deliberations of die SLBC juid 
the vjuious inter-institutional Committees. 

5.72. Knowledge & Real Services Synergy 
System 

The MSME constituency has Uvo major debilities: 
a) insufficiency of institutions tiiat ciui contribute to 
knowledge creation; and b) underdeveloped nature 
of 'reiil sendees', and lack of appropriate institutions 
for that. These two constraints adversely affect the 
Micro and Small Scale Sectors significantly. It is 
imperative of Gujarat to have new deliver\' systems 
diat ciui chiuiellise die fruits of a knowledge iind real 
services synergy system. The GIDC should take the 
lead for initiating a PPP model for this purpose. 

5. 7 3. Other Suggestions 

The following other suggestions idso desen^'e special 
consideration: 

i. Brokers deeding in MSME niiuiufactui'ed goods 
to be registered with a centnd institutiion dnd 
margins to be regulated. 

ii. Investment subsidy should be linked to 
turnover rather tliiui cost of macliiner\' idone. 

iii. A cjuality and (juantity certification system 
should be developed under an independent 
authority in order to avoid buyer-seller 
disputes, (eg. cotton ginning iuid bailing) 

iv. Financial literacy of small and micro units to 
be enhiuiced. 
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V. External rating should be applied to smaller 
units by reducing the i)resent level of Rs. 5 
crore investment. 

5. 7 4. Tips for the Entrepreneurs 

An economic slowdown is not only a time of 
constraints; it is one of oi)5)ortunities as well. 
Understanding imd appreciating diis basic principle 
should be the first lesson for tire entrepreneurs. 
The emerging paradigm in global business is one 
of 'shared consumption'. Cost cutting for the right 
reason jmd in the right miumer implies, utilizing tire 
benefits of technology' at the optimum level. It does 
not mean lay-off, but training and motivating the 
existing manpower to be dejjendent on technology 
to a much greater extent. Compromise on (juiilit\' 
is no way for cost reduction or for enhiuicement of 
producti\'ity. 

A crisis situation is also a golden opportunity for 
orgjmizationiil innovations. Change involves risks 
and opposition from within and outside. Like the 
way public policy is shaped, a crisis ciui rationalize 
sevenii bold decisions for chiuige-and change can 
happen better only in times of a crisis. 

MSMEs need to look for optimal solutions for 
raising finiince iind should use iiil measures to lower 
cost of capitiil. Besides, they should try to source 
all possible adviuitages of technology,' so that they 
overcome tlie challenge of use of low technology 
which is the case today. They need to combine this 
with the accjuisition of expertise in both finance 
and marketing, build scale to reap economies, 
not just in terms of cost of operations, but also in 
sourcing of finance. They should concentrate on 
product improvisation, because that it is the only 
way to compete domestically iuid at a later stage, 
globally. They also have to take some initiative 
in implementing sound business practices and 



continuously investing in good inteniiil mjuiagement 
systems: in accounting, i)kmning, fimmciiil oi)erations 
iuid hunijm resource miuiagement. 

6.0. Conclusion 

Against the background of the rapid changes in 
the global economy, to which India and Gujarat 
are getting increasingly integrated, the challenges 
to SME comi)etitiveness have gone up. However, 
a i)rere(juisite for enhanced competitiveness, is 
an environment of competition itself. The legal 
and institutional framework prevailing in the 
Country and in Gujiuat are decisive in providing 
these preconditions. One laudable achievement 
of Gujiirat is its integrated approach to investment 
promotion as a key to rapid growth. It recjuires 
greater ef forts towiuxls developing and branding of 
clusters , rewarding innovative entrepreneurs , iuid 
development of infrastructure, especidly , i)orts, 
airports, logistic services and industrial estates . 
Moreover, the state need to strengthen its economic 
infrastructure, such as, (juality testing facilities, 
incubators, enabling firms conversant with IPR iuid 
export procedures/regulations, entrepreneurship 
development, and design technology. Such an 
integrated approach helps the State to go beyond 
die constiiiints of muTow departmentalism, a niidaise 
faced by nijuiy other States of tire Country. Gujiirat's 
MSME growth, even while appreciating the focused 
efforts of the Government, is more of a spill over 
of ovendl growth. But in order to help die MSME 
sector to enjoy the benefits of such growth in a more 
meaningful way, legal iuid institutional reforms iu'e 
vital. For instance, there is the imperative for a 
Competition Law for tiie MSME sector, as also a 
speciid Fund for its development. But these cannot 
be reidised by the efforts of the State itself. In a 
fedend system, this leads us to the realm of action 
and advof'af v SToms? hanfl m s^lfwe with pat h other. 
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Annexure 

Gujarat Industrial Policy 2009 



Gujarat Industrial Policy 2009 



Scheme for Assisfcmce to Micro, SniJill and Medium Enterprises (MSME) 

The Industrial Policy 2009 aims at the comprehensive sociiil and economic development of Gujiirat. The 
Policy focuses on milking Gujarat an attractive investment destination of choice, not only in India but iilso 
in the world. The primjuy policy objectives are (1) Facilitating investment in the state (2) Employment 
generation and employabilit\' enlijmcement (3) Adherence to high cjuiilitA' stiuidards. 

The new Industrial Policy incorporates specific inten-entions for development of Small & Medium 
Enterprises which contribute significantly to the economy. For this purpose a Task Force Committee was 
constituted to rexdew existing schemes under the 2003 policy. The Committee anjilyzed schemes, had 
discussions with Industries 

Associations and came out with suggestions for necessaiy modifications. The Committee also made 
recommendations, for new schemes, as well as for the inti'oduction of a modified comprehensive scheme 
to make Gujarat MSMEs competitive. The recommendations of the Committee have been incorporated 
in the New Industriid Policy 2009. 

Resolution 

After due consideration Government is pleased to introduce a "Scheme for Assistiuice to Micro, Small 
and Medium Enterprises" which will come into force from die date of issue of dris GR. The Scheme will 
reniiiin in operation for a period of five yeiirs. 

1 Definitions 

1.1. Micro, Small and Medium Enterprises (MSME) 

An industrial unit, which satisfies the conditions of Micro, Small dnd Medium Enterprises as per the 
definition under the MSME Act 2006 of the Government of India, as junended from time to time, and 
ha\'ing acknowledgement of Entrepreneurs' Memorandum filed with respective District Industries Centre, 
will be termed as Micro, Sniiill or Medium Enterprise as tire case may be. 

1.2 New unit 

MSME industrial unit, which has filed Entrepreneurs Memorandum Part-I prior to or during the 
operative period of the Scheme and commences commercial production during the operative period of 
the Scheme. 

1.3 Existing unit 

MSME unit defined as above in 1.1 which has started commercial production prior to this Scheme and is 
imi^lementing expansion/diversification/modernization in tire project for cari-j-ing out activities indicated 
in the Scheme. 

1.4 Expansion or diversification 

Existing MSME unit taking up exjpansion or diversification with investment more thim 50% in its existing 
gross fixed capitiil investment. 



1 .5 Modernizatioi'vTechnology Upgradation 



Existing MSME unit investing more dian 25% in the cost of its existing plant and machinery to upgrade 
technok)gy by way of adopting new teclinology/ production process and/or improving (juality of 
products. 

2.0 Eligibility 

2.1 All new or existing MSMEs as defined in piu'a 1 above will be eligible for aviuling incentives. 

2.2 LiU'ge Entei7)rises, Anchor Units, R&D institutions, Industiy Associations, Institutions etc. will be eligible 
only for specific categories of incentives as indicated in tlie respective category' in the Scheme. 

3.0 Incentives 

Units will be eligible for various incentives as mentioned below for various purposes as indicated. 

3.1 Interest Subsidy as per following panmreters:- 

• All MSMEs will be eligible as per definition of MSME for setting up a new unit or expiinsion 
or diversification or modernization in existing unit. The Plant & Machinery to be installed should be new 
with modern state of the art technology. 

• Graded interest subsidy for micro, smiill and medium enterprises. 

• Interest Subsidy @ 7% for micro enterprises and @ 5% for small iuid medium enterprises. 

• Interest subsidy not avjulable for penal interest or other charges. 

• 1 % additional interest subsidy to youth ha\'ing less tiian 3,5 years of age in case of first project. Woniiui 
entrepreneurs will be accorded priority. 

• Maximum amount of interest subsidy will be Rs. 2,5 hikhs per iumum, for a period of five years. 

• Unit aviiiling term loan from any bank/Fl approved by RBI will be eligible. The iuirount of interest 
subsidy will be piiid to the Biink/FI with intimation to the unit. 

• Unit applying within one year of loan disbursement will (first instalment) be eligible. 

• If the unit becomes defaulter in rejjayment to Biuik/FI, such default period will be deducted from 
the period of five years. 

• Disbursement will start only after the unit stiirts commerciiil operation. 
3.1.1 Conditions for Interest Subsidy:- 

(1) Unit will have to obsen'e pollution Control measures as prescribed by GPCB or other competent 
authority. 

(2) Unit will have to remiun in i)roduction for ,5 years from the date of commerciiil production. 

(3) Unit will have to furnish information regiu'ding production, empknment etc. wherever asked by tire 
Government. 

(4) Unit will have to employ at least 8,5% of the totiil emploAment imd 60% of supendsoiy dnd niiuiagerial 
employment from local persons. 



(5) 



Sick units wall not get benefits under this category. 



(6) If the unit is defaulter in paying iiny Government dues, it will not get assistance under tliis 
category. 

(7) This Scheme rail be supplementiuy to the Government of India Scheme. 

3.2 Venture Capital Assistiince 

• To promote Venture Capital Funding for MSMEs, for projects, adopting innovative technologies 
such as Technical Textiles, Nano Technology, Information TechnologA', Bio-Technology etc., the 
Government would pro\'ide funds to FIs/Biuiks who have the necessjuy expertise in operating Venture 
Capitiil Funds. The maximum iuiiount to be given to ixny such funds would be Rs. 10 Crores during the 
operative period of the scheme. Detiiiled guidelines for opertioniilizing the schemes would be issued 
separately. 

3.3 QuiilitA' Certification 

• Assistiuice will be granted to the eligible MSMEs for maximum 3 cjuiditA' certifications, at the rate of 
,50% of cost of ciuiility certification within ovenill ceiling of Rs. 6 kiklrs in 5 yeiu's. The cost for certificate 
will include :- 

• Fees charged by certification agency(excluding travel, hotel & sui'veillance chiuges) 

• Cost of testing ecjuipments as suggested by BIS. 

• Ciilibration chiu'ges of ecjuipment. 

• Consulting fees and training charges (excluding travel, hotel & sun'eillance charges) 

• Quiilitj' certification scheme will be supplementary to Gol scheme 

3.4 Skill Enhiincement 

50% of fees, subject to maximum Rs. 5000 per person for a minimum one week duration triiining of skill 
upgradation in MSMEs in a progriunme conducted in institutions suggested by an Anchor Institute or 
specialized institution in specific sector will be reimbursed. The minimum batch size for such tniining 
assistiuice should be of 25 trainees. 

3.5 Technology Accjuisition Fund 

• Assistance for accjuisition of appropriate technologA' in any form to a group of at least 10 MSMEs for 
a specific product / process will be provided by way of 50% grant subject to a maximum of Rs. 1 cr. 
Per technology including royidty payments for first two yeiu's. 

3.6 Support to R&D Institutions 

• Need based support will be provided to R&D institutions set up with the State Government support, 
including setting uj) of new R&D institution. Testing facilities, incubation center etc. The assistance 
will be upto 60% of the i)roject cost excluding land cost & building cost. 

• Eligible acti\ities will be decided by the SLAC 

• Assistance for Contract/ Sponsored research work from wy industriiil unit / Indushy Association to 
recognized R&D Institution/ techniciil colleges approved by AICTE, will be considered @ 50% of 
project cost, excluding cost of land and building, subject to maximum Rs. 50 laklis. 
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3.7 Patent Assistance 



• Assistimce @50% subject to miLximum Rs. 10 lakhs for necessary expenditure for obtaining domestic 
patents l)y iiny industrial unit /institution. 

• Quiuitum of assistiuice ciui be enliimced to Rs. 2,5 liiklis for international i)atents by a compiiny. 

• Fees paid to patent attorney and patent ser\'ice centre will be eligible (excluding travel, hotel 
charges). 

• Maximum five patents per unit over a 5 yeiirs period will be eligible. 

3.8 Energ\f iuid Water Consen'ation 

• 50% cost of energA'/water audit conducted in a unit by a recognized institution/ consultant subject to 
a limit of Rs. 2,5,000/- will be reimbursed to the MSME. 

• Group of units/cluster will be given prioritA'. 

• In addition, assistance of 20% of cost of ecjuipment subject to maximum Rs. 10 lakhs per project will 
be considered in a period of five yeiu s. 

3.9 Miuket Development Support 

• Assistimce to MSME for packaging design from recognized institutions @,50% of the cost subject to 
niiLximum Rs. 2 kiklis, once in a period of five years. 

• Assistiince to MSME units for pjuticipation in International Trade Fiiir outside India @ ,50% of total 
rent, literature and display materiiil subject to mitximum Rs. ,5 lakhs, once in one country in five 
years. 

• The unit should not piuticipate in an individual capacity', but only as a part of tire Industry Association 
which would piuticijjate in such trade fairs. The assistance would be by way of reimbursement. 

• Assistance to Industry Associations @ ,50% of total rent subject to maximum Rs. 10 lakhs for 
participation in international trade fair as Gujar at Pavilion outside India for par ticipation of minimum 
,5 units in a form of reimbursement. 

• Viability' gap support to Industry Associations for organizing natioriJil semiriiirs / exhibitions in Gujarat, 
subject to maximum Rs.4 lakhs and for orgiuiising international seminar/ exhibition in Gujarat subject 
to mjLximum Rs. 8 kikhs. 

• Assistance for setting up of Convention Centre/Trade centre by Industry Associations @,50% of 
project cost upto Rs. ,5 crore excluding land cost once in a period of ,5 yeiirs. 3. 10 Support for Vendor 
Development v Su5)port for vendor development on the line of PPP model wherein i)arent unit is 
to contribute minimum ,5% for protot)pe/new product develo5)ment besides technical support iuid 
commitment for procurement gujir antee for 3 years. 

• Vendor unit will be eligible for interest subsidy as per the present scheme. 

• Piirent unit will be supported to develop industrial par ks witii assistiuice @ 20% of infrastructure cost 
excluding land cost subject to maximum Rs. 1 Crore. 

• New or existing Medium/large unit ciui be considered as piirent unit to support development of 
minimum ten vendor units for a new product/ protot37)e development for eligibility. 
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3.1 1 Support to auxiliary industries lor value addition 

• Liu ge units producing raw materials imd 5)romoting auxiliary MSME units to be encouraged to develop 
Industrial Park for accommodating minimum 20 units. 

• Assistimce @20% ol inlrastructure cost excluding bmd cost subject to maximum Rs. 1 cr. 

• Facilitation in i)urchase ol land for the industrial park. 

3.12 Cluster Development in PPP mode 

• Anchor units, nodal institutions and/or industry associations will be associated in PPP mode in a 
prognmime of cluster development. 

• Comprehensive support to strengthen cluster units in a progriuiime covering product design dnd 
technology', (juality' improvement, energy & water consen'ation, common branding jmd marketing 
lacilities, hiring ol an expert /cluster development agent, setting up ol demonstration plant, common 
lacilities, incubation centre, CFC, ITI extension centre and other need based lacilities. 

• Assistance @80% (including assistimce from Government ol India) in the proposed cost ol i)rognunme 
with a ceiling of Rs. 10 crore per cluster for a period ol 3 to ,5 years. Assistiuice to nodal institutions/ 
hiring ol experts should not exceed 3% ol project cost. 

• Cluster Ad\'isoiy Institution (CAI) to be constituted. 

• Clusters will be eligible lor i)iutiiil financial assistiuice as available under the Scheme ol Critical 
Inlrastructure. 

• Assistance will be subject to prepju'ation, by tire project owners, of a Comprehensive Development 
Pkm of the cluster for ,5 years. 

3.13 Rehabilitation of Sick Units 

• Subsidy @ ,50% on cost ol diagnostic study by techniciil institution initiated through FI/Bank/Govt. 
-maximum Rs. 1 lakli. 

• Registered Experts in tire field ol technology, niiuketing and finance may be engaged to advise sick 
units. ,50% lees (maximum Rs. 1 lakli per unit) will be reimbursed on implementing suggestions given 
by such registered expert. 

• Interest subsidy @ ,5% per annum limited to Rs. 1 0 laklis per yeiw for three years on additionjil finance 
for rehabilitation, disbursed by Bank/Fl. 

• One Time Settlement (OTS) on a graded sciile for Government dues as well as dues towards 
Government/Corpo rations/ Boards lor which a separate Government Resolution (GR) will be 
introduced Other unit taking over a sick unit for rehabilitation will be eligible for assistance as 
above. 

3.14 Awards to Best MSMEs 

• Sepiirate awards to be given for Micro, Small and Medium category. Three awards to be awiuded in 
each categoiy. 

• Growth in production and profit 
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• Quality and Environment improvement measures. 

• Innovation in technologA' for new product or process development 

• Awiud in the form ol Rs. 1 lakli, cash and appreciation letter . 

• Awiu dees to be given priority' in piirticipation ol Internationjil 

• Seminju s iuid incentives under the scheme. 

• Independent Credit Rating agency to be appointed to select the best performing MSMEs in die 
above categories. 

• Nominations to be encouraged from industries associations. 
3.15 Promotion ol specific sector: 

Specific sector identified in a distiict shall be sui)i)orted with integrated i)rogTaiiiiiie ol interest subsidy, 
technology upgradatioii and quality certification. 

4.0 Eligibility for Quantum of Assistance 

4.1 All eligible MSMEs as indicated in pju'a 2.1 and other units as indicated in para 2.2 respectively ciui 
aviiil incentives as above under different categories sepiirately or in combination. Assistiuice will be given 
only once under each categor\' in live years period unless othenvise specified in die specific categoiy ol 
incentive. For tlie same investment, assistiuice/ benefit can be aviiiled under only one categoiy. The unit that 
has received assistance under this, GR will not be entitled to avail benefit ol any other State Government 
Scheme, unless speciliciilly specified otherwise. 



5.0 State Level Approval Committee 



5.1 A committee consisting ol following members is constituted for sanction ol assistiuice with respect to 
various proposals/ received under die scheme except die proposals indicated in para 5.2. 



Industries Commissioner 

Principal Cliiel Iiidustiiiil Ad\isor 
(PCIA) 

Representative of Gujarat Chamber 
ol Commerce and Industiy 

Deputy Secretaiy (FD) 

Deputy Secretaiy ,Iiidustiies & 
Mines Dept. 

Additioiiiil Iiid. Commissioner (Dev) 

Joint Commissioner ol 
Industries (Incentive) 



Cliairniiui 

Member 

Member 
Member 

Member 
Member 

Meiiibe r-Se ere tary 



5.2 Siuiction and disbursement on proposjils for Interest Subsidy and Quiilit)' Certification will be done 
by General Miuiager, District Industiy Centre (DIC) in respective distiict and will be re\iewed eveiy 



mondi by a three member committee headed by the Collector. Rejjresentative of a District level leading 
Industries Association rail be member of such a Committee and GM, DIC will be the member secretary 
of the committee. 

5.3 The State Level Approval Committee will Jilso monitor the progress of the implementation of all 
proposals for which the assistance is sanctioned including proposiils in DICs. 

5.4 In case of any issue regarding interpretation of the scheme, tlie State Level Approvjil Committee will 
be the autlioritA' to give clarification / decision , keeping in \'iew the objective of the scheme, which will be 
final & binding to all tlie concerned. 

6.0 Other Conditions 

6. 1 A Unit which has applied in iuiy of the eiuiier schemes as refen ed in read above in the GR iind assistiuice 
is not sanctioned, will have to apply afresh in die present scheme {jrovdcled eligibilitA' criteria iu'e satisfied. 

6.2 All pre\'ious GRs announced under Industrial Policy 2003 read as above at Sr. No. (2) to (7) stiuid 
repeided. GR as at Sr. No. (8) is not in force as of now. The sanct-ioned cases under these GRs will continue 
to get benefits as prescribed under them. 

7.0 Procedure 

• A comprehensive application form for assistance under the scheme will be designed and put up 
on the website. The check list iuid timeline will be decided as pjut of the application form & the siuire will 
be binding to idl the applicjmts. 

• The applications toU be processed as per die procedure laid dowi and will be placed before the 
committee everA' month. 

• The detiuled procedure for sanction and disbursement will be kud down by SLC and will be 
implemented by the IC office; which will be binding to the applicants. 

• The decisions of the committee will be communicated by IC/DIC office to the appliciuit. 
8.0 Review of the Schemes 

All the above Schemes will be reviewed after two years with reference to intended outcome, actuid 
perfonnance and financial burden. 

9.0 Budget Provision 

9.1 The expenditure on this account will be met from tire sanctioned grant of tiie respective financial ear 
under the following budget head: 
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About Gujarat MSME Report 2013 

Gujarat MSME Report 2013 is a pioneering Initiative in State- level reporting on India's micro, small, and medium 
enterprises. At the national level, the ISED Small Enterprise Observatory(ISED-SEO), at the Institute of Small 
Enterprises and Development(ISED), has been bringing out the India MSME Report, under its 'India MSME 
Communication Programme'. Based on this experience, the need for State level reporting has been increasingly felt 
by State governments, entrepreneurs and financial institutions. Prepared against the background of the 'Vibrant 
Gujarat Investment Summit 2013', this Report critically analyses Gujarat's potential on the MSME front. The Report 
should be useful to policy makers, development practitioners, administrators, financial institutions, and watchers 
of Gujarat'sgrowth story 
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